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INRE:

BEFORE

THEPUBLICSERVICECOMMISSION OF

SOUTHCAROLINA

DOCKETNO. 2012-203-E-ORDERNO. 2012-884

NOVEMBER 15,2012

Petitionof SouthCarolinaElectric& Gas
Companyfor UpdatesandRevisionsto
SchedulesRelatedto theConstructionof a
NuclearBaseLoad Generation Facility at

Jenkinsville, South Carolina

) ORDER APPROVING

) SCE&G'S REQUESTFOR

) MODIFICATION OF

) SCHEDULES

)

I. INTRODUCTION

This matter comes before the Public Service Commission of South Cm'olina (the

"Commission") on the petition of South Cm'olina Electric & Gas Company ("SCE&G" or

the "Company") for an order approving an updated capital cost schedule and updated

construction schedule for the construction of two 1,117 net megawatt ("MW") nnclear

power units (the "Units") to be located at the V.C. Summer Nuclear Station near

Jenkinsville, South Carolina. SCE&G filed the petition in this docket (the "Petition") on

May 15, 2012, pursuant to S.C. Code Ann. § 58-33-270(E) (Supp. 2011). Under that

provision of the Base Load Review Act (the "BLRA"), a utility "may petition the

commission.., for an order modifying any of the schedules, estimates, findings, class

allocation factors, rate designs, or conditions that form part of any base load review

order." S.C. Code Ann. § 58-33-270(E). Further, "[t]he commission shall grant the relief

requested if, after a hearing, the commission finds.., that the evidence of record justifies

a finding that the changes are not the result of imprudence on the part of the utility." Id.
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I. INTRODUCTION

This matter comes before the Public Service Commission of South Carolina (the

"Commission") on the petition of South Carolina Electric & Gas Company ("SCE&G" or

the "Company") for an order approving an updated capital cost schedule and updated

construction schedule for the construction of two 1,117 net megawatt ("MW") nuclear

power units (the "Units") to be located at the V.C. Suinmer Nuclear Station near

Jenkinsville, South Carolina, SCE&G filed the petition in this docket (the "Petition") on

May 15, 2012, pursuant to S.C. Code Ann. ( 58-33-270(E} (Supp. 2011). Under that

provision of the Base Load Review Act (the "BLRA"), a utility "may petition the

commission... for an order modifying any of the schedules, estimates, findings, class

allocation factors, rate designs, or conditions that form part of any base load review

order." S.C. Code Ann. $ 58-33-270(E). Further, "[t]he commission shall grant the relief

requested if, after a hearing, the commission fmds... that the evidence of record justifies

a finding that the changes are not the result of imptudence on the past of the utility." Id.



DOCKET NO. 2012-203-E - ORDER NO. 2012-884

NOVEMBER 15, 2012

PAGE 2

The Petition was preceded by a similar filing, dated February 29, 2012, in Docket

No. 2012-90-E. The February 29, 2012, filing predated (i) the issuance of the Combined

Operating License (the "COL") for the Units by the United States Nuclear Regulatory

Commission (the "NRC"), (ii) the rescheduling of the substantial completion dates for the

Units based on the COL issuance date, and (iii) the resolution of certain claims between

SCE&G and the principal contractors for the Units, all of which are discussed in more

detail below. By letter dated May 8, 2012, SCE&G withdrew the February 29, 2012,

petition in Docket No. 2012-90-E. This allowed the Commission to establish a new

hearing and pre-filing dates to allow the parties a full opportunity to review and conduct

discovery on this new information. Accordingly, the May 15, 2012, Petition was filed in

place of the February 29, 2012, petition.

A. Prior Base Load Review Act ("BLRA") Orders

In Order No. 2009-104(A), dated March 2, 2009, the Commission approved an

initial capital cost schedule and construction schedule for the Units. As approved in that

order, the capital cost for the Units was $4.5 billion in 2007 dollars. With forecasted

escalation, this resulted in an estimated cost for the Units at completion of $6.3 billion in

future dollars. The construction schedule approved in Order No. 2009-104(A)

anticipated that Unit 2 would be completed by April 1, 2016, and the project as a whole

would be completed by January 1, 20t9. The South Carolina Energy Users Committee
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The Petition was preceded by a similar filing, dated Febtuary 29, 2012, in Docket

No. 2012-90-E. The February 29, 2012, filing predated (i} the issuance of the Combined

Operating License (the "COL") for the Units by the United States Nuclear Regulatory

Commission (the "NRC"), (ii) the rescheduling of the substantial completion dates for the

Units based on the COL issuance date, and (iii} the resolution of certain claims between

SCEkG and the principal contractors for the Units, all of which are discussed in more

detail below. By letter dated May 8, 2012, SCAG withdrew the February 29, 2012,

petition in Docket No. 2012-90-E. This afiowed the Commission to establish a new

hearing and pre-filing dates to allow the patties a full opportunity to review and conduct

discovery on this new information, Accordingly, the May 15, 2012, Petition was filed in

place of the February 29, 2012, petition.

A. Prior Base Load Review Act ("BLRA") Orders

In Order No. 2009-104(A), dated March 2, 2009, the Commission approved an

initial capital cost schedule and construction schedule for the Units. As approved in that

order, the capital cost for the Units was $4.5 billion in 2007 dollars. With forecasted

escalation, this resulted in an estimated cost for the Units at completion of $6.3 billion in

future dollars. The construction schedule approved in Order No, 2009-104(A)

anticipated that Unit 2 would be completed by April I, 2016, and the project as a whole

would be completed by January I, 2019. The South Carolina Energy Users Committee
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("SCEUC") appealedCommissionOrder No. 2009-104(A) to the South Carolina

SupremeCourt.l

In April 2009, SCE&Greceivedits initial site-specific,integratedconstruction

schedulefrom its principal contractorsfor the Units, WestinghouseElectric Company,

LLC and the Shaw Group ("Westinghouse/Shaw"). At that time, SCE&G flied a

proceedingunderS.C.CodeAnn. § 58-33-270(E)(an"updateproceeding")for approval

of theupdatedconstructionschedulefor theprojectandanupdatedcapitalcostschedule

which reflectedthenew scheduleof cashflows associatedwith theupdatedconstruction

schedule. The updatedschedulesdid not alter the total estimatedcapital costfor the

Unitsof $4.5billion in 2007dollars,2 nordid theychangetheestimatedcompletiondates

for theUnits. In OrderNo. 2010-12datedJanuary21, 2010,theCommissionapproved

theupdatedschedules.

On August 9, 2010, the SouthCarolina SupremeCourt issuedits decisionin

SCEUC's appealof OrderNo. 2009-104(A),South Carolina Energy Users Comm. v.

South Carolina Pub. Serv. Comm'n, 388 S.C. 486, 697 S.E.2d 587 (2010) (the

"Opinion"). In the Opinion, the Court ruled that contingency costs that had not been

itemized or designated to specific cost categories were not permitted as a part of

approved capital cost schedules under the BLRA. The effect of this decision was to

1An appeal from Order No. 2009-I04(A) was also taken by Friends of the Earth. Friends of Earth
v. Pub. Serv. Comm'n, 387 S.C. 360, 692 S.E.2d 910 (2010).

2 Unless otherwise noted, all dollar amounts used in this Order reflect the cost associated with
SCE&G's 55% share of the ownership of the Units and are expressed in 2007 dollars.
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("SCEUC") appealed Commission Order No. 2009-104(A) to the South Carolina

Supreme
Couit.'n

April 2009, SCE&G received its initial site-specific, integrated consttuction

schedule fiom its principal contractors for the Units, Westinghouse Electric Company,

LLC and the Shaw Group ("Westinghouse/Shaw"). At that time, SCE&G filed a

proceeding under S.C. Code Ann. I'1 58-33-270(E) (an "update proceeding") for approval

of the updated construction schedule for the project and an updated capital cost schedule

which reflected the new schedule of cash fiows associated with the updated constmction

schedule. The updated schedules did not alter the total estimated capital cost for the

Units of $4.5 billion in 2007 dollars, nor did they change the estimated completion dates

for the Units. In Order No. 2010-12 dated Ianuary 21, 2010, the Commission approved

the updated schedules.

On August 9, 2010, the South Carolina Supreme Court issued its decision in

SCEUC's appeal of Order No. 2009-104(A), South Carolina Energy Users Comm. v.

South Carolina Pub. Serv. Comm'n, 388 S.C, 486, 697 S.E.2d 587 (2010) (the

"Opinion"). In the Opinion, the Couit ruled that contingency costs that had not been

itemized or designated to specific cost categories were not permitted as a patt of

approved capital cost schedules under the BLRA. The effect of this decision was to

'n appeal from Order No. 2009-104(A} was also taken hy Friends of the Earth. Friends ofEarth
v. Pub. Serv. Coram'n, 387 S.C. 360, 692 S.E?d 910 (2010}.

'nless otherwise noted, all dollar amounts used in this Order reflect the cost associated with
SCE&G's 55% share of the ownership of the Units and are expressed in 2007 dollars.
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requiretheremovalof $438.3million in projectedcontingencycostsfrom thecapitalcost

schedulesapprovedin OrderNo. 2009-104(A)andOrderNo. 2010-12.

In the Opinion, the SupremeCourtacknowledgedthat S.C.CodeAnn. § 58-33-

270(E)allowedSCE&G to petitionthe Commissionto updatethe capitalcostschedule

for the Units as SCE&G identifies and itemizesadditionalitems of cost. The Court

noted,"the GeneralAssemblyanticipatedthat constructioncostscould increaseduring

thelife of theproject. Under§ 58-33-270(E),SCE&GmaypetitiontheCommissionfor

anordermodifying ratedesigns."South Carolina Energy Users, 697 S.E.2d at 592-93.

In response to the Opinion, SCE&G filed a petition in November 2010 for

approval of an updated capital cost schedule. The Commission approved SCE&G's

updated capital cost schedule in Order No. 2011-345, dated May 16, 2011. In that

updated cost schedule, SCE&G--as required by the Opinion--removed its owner's

contingency, i.e., costs that had not been itemized to specific capital cost categories.

Where costs could be itemized, the Company requested Commission approval to include

those additional cost items in the approved capital cost schedules. Because the amount of

the newly itemized costs was less than the amount of the owner's contingency that was

removed from the approved forecasts, the cost schedule approved in Order No. 2011-345

showed a reduction in the total estimated capital cost for the Units from $4.5 billion to

$4.3 billion. (Tr. at 29.)

B. The Update Petition in This Docket

In the present docket, SCE&G has presented for review and approval additional

capital cost and construction schedule updates. The cost updates fall into four categories:
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require the removal of $438.3 million in projected contingency costs from the capital cost

schedules approved in Order No. 2009-104(A) and Order No. 2010-12.

In the Opinion, the Supreme Couit acknowledged that S.C. Code Ann. ( 58-33-

270(E) allowed SCE&G to petition the Commission to update the capital cost schedule

for the Units as SCE&G identifies and itemizes additional items of cost. The Court

noted, "the General Assembly anticipated that construction costs could increase during

the life of the project. Under tj 58-33-270(E), SCE&G may petition the Commission for

an order modifying rate designs.*'outh Carolina Energy Users, 697 S.E,2d at 592—93.

In response to the Opinion, SCE&G filed a petition in November 2010 for

approval of an updated capital cost schedule. The Commission approved SCE&G's

updated capital cost schedule in Order No. 2011-345, dated May 16, 2011. In that

updated cost schedule, SCE&G—as required by the Opinion—removed its owner's

contingency, i.e., costs that had not been itemized to specific capital cost categories.

Where costs could be itemized, the Company requested Commission approval to include

those additional cost items in the approved capital cost schedules. Because the amount of

the newly itemized costs was less than the amount of the owner's contingency that was

removed from the approved forecasts, the cost schedule approved in Order No. 2011-345

showed a reduction in the total estimated capital cost for the Units fiom $4.5 billion to

$4.3 billion. (Tr. at 29.)

B. The Update Petition in This Docket

In the present docket, SCE&G has presented for review and approval additional

capital cost and construction schedule updates, The cost updates fall into four categories:
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(i) ChangeOrderNo. 16to the Engineering,ProcurementandConstructionAgreement

(the"EPCContract")for theUnits; (ii) owner'scost("Owner'sCost");(iii) Transmission

cost;and(iv) otherchangeorderstotheEPCContract. (Tr. at 47-48.)

Thefirst categoryincludescostsassociatedwith theFebruary2012resolutionof

four claimsmadeby Westinghouse/Shawunderthe EPC Contract. Thesefour claims

wereresolvedasapackageto cleartheway for SCE&Gto issuea full noticeto proceed

to Westinghouse/Shawin April 2012. The claims in this category reflect (i) the

additionalcost of designing,permittingand constructingshieldbuildingsfor the Units

with increasedresistanceto aircraftimpacts,(ii) the additionalcostsin reschedulingthe

constructionproject asa resultof theapproximatelynine-monthdelayin issuanceof the

COL, (iii) thecostsassociatedwith changingthedesignof ceFtainstructuralmodulesthat

will form part of the Units to increasethestrengthof steelusedin themandto improve

constructability,and (iv) the costs of respondingto unanticipatedrock conditions

encounteredfor Unit 2. (Tr. at 47.) SCE&G andWestinghouse/Shawdocumentedthe

resolutionof those four claims in ChangeOrderNo. 16 to the EPC Contract. That

changeorderreflects$137.5million of theamountof therequestedadjustmentin capital

costschedulesrequestedin thisproceeding.

In addition,thePetitionstatesthatsinceOrderNo. 2011-345wasissued,SCE&G

has continuedto review and revise its forecastsof the Owner's Cost that will be

associatedwith hiring, trainingand deployingof staff for the project. That staff will

overseeconstructionand testingof the Units and will also operatethe Units when

completed.The staff will alsoprovidesecuritybothduringandafterconstruction.The
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(i) Change Order No. 16 to the Engineering, Procurement and Constmction Agreement

(the "EPC Contract") for the Units; (ii) owner's cost ("Owner's Cost"); (iii) Transmission

cost; and (iv) other change orders to the EPC Contract. (Tr. at 47-48.)

The first category includes costs associated with the Febmary 2012 resolution of

four claims made by Westinghouse/Shaw under the EPC Contract. These four claims

were resolved as a package to clear the way for SCEkG to issue a full notice to proceed

to Westinghouse/Shaw in April 2012. The claims in this category reflect (i) the

additional cost of designing, permitting and consfmcting shield buildings for the Units

with increased resistance to aircraft impacts, (ii) the additional costs in rescheduling the

construction project as a result of the approximately nine-month delay in issuance of the

COL, (iii) the costs associated with changing the design of ceitain structural modules that

will form pait of the Units to increase the strength of steel used in them and to improve

constructability, and (iv) the costs of responding to unanticipated rock conditions

encountered for Unit 2. (Tr. at 47.) SCAG and Westinghouse/Shaw documented the

resolution of those four claims in Change Order iNo. 16 to the EPC Contract. That

change order reflects $ 137.5 million of the amount of the requested adjustment in capital

cost schedules requested in this proceeding.

In addition, the Petition states that since Order No. 2011-345 was issued, SCE&G

has continued to review and revise its forecasts of the Owner's Cost that will be

associated with hiring, training and deploying of staff for the project. That staff will

oversee construction and testing of the Units and will also operate the Units when

completed. The staff will also provide security both during and after construction. The
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costsassociatedwith staffing the project includethe cost of buildings,warehouseand

otherfacilities to supportboththeprojectstaffandthepermanentstaffaswell asrequired

furniture, supplies,janitorial services,building maintenance,and equipment,including

informationtechnologiessystems.Thesecostsarecapitalcostsof theproject,notannual

costs,andwill beincurredoverthe life of theproject. Theincreasedcostreflectedin this

Owner'sCostcategorytotals$131.6million of therequestedupdate.(Tr. at47-48.)

In addition, the Petition statesthat SCE&G has revisedits estimatesof the

Transmissioncost associatedwith theprojectby $7.9million. Theserevisionsarebased

on additional information asto designof the transmissionfacilities requiredto route

powerfi'om theUnits to customersandadditionalinformationconcerningthenatureand

costof the lines,substations,equipmentupgradesandrights-of-waythat will berequired.

Finally, the Petition reflectsthe costsassociatedwith threeotherchangeordersto the

EPC Contractthatwere negotiatedwith Westinghouse/Shawandtotaling approximately

$5.9million. Thesethreechangeorderswerenegotiatedprior to ChangeOrderNo. 16

and dealt with different scopesof work. (Tr. at 48.) The cyber-securitycost of

approximately$5.9million coversreviewandimplementationof equipmentandsoftware

to overcomevulnerabilitiesto cyberattack.Also, changesin healthcarecostsof $135,573

wererequested,andrevisionsto thedesignof thewastewaterdischargepiping for gravity

drainageat acostof anadditional$8,250werealsorequested.Id.
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costs associated with staffing the project include the cost of buildings, warehouse and

other facilities to support both the project staff and the permanent staff as well as required

furniture, supplies, janitorial services, building maintenance, and equipment, including

information technologies systems. These costs are capital costs of the project, not annual

costs, and will be incurred over the life of the project. The increased cost reflected in this

Owner's Cost category totals $ 131,6 million of the requested update. (Tr. at 47-48.)

In addition, the Petition states that SCEkG has revised its estimates of the

Transmission cost associated with the project by $7.9 million. These revisions are based

on additional information as to design of the transmission facilities required to route

power fiom the Units to customers and additional information concerning the nature and

cost of the lines, substations, equipment upgrades and rights-of-way that will be required,

Finally, the Petition reflects the costs associated with three other change orders to the

EPC Contract that were negotiated with V/estinghouse/Shaw and totaling approximately

$5.9 million. These three change orders were negotiated prior to Change Order No. 16

and dealt with different scopes of work. (Tr. at 48.) The cyber-security cost of

approximately $5,9 million covers review and implementation of equipment and soflware

to overcome vulnerabilities to cyber attack. Also, changes in healthcare costs of $ 135,573

were requested, and revisions to the design of the wastewater discharge piping for gravity

drainage at a cost of an additional $8,250 were also requested. Id.
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As shownin ChartA, below,takentogethertheserequeststotalapproximately

$283million:

Chart A

Item .Cost

Change Order No. 16 (Shield Building,

COL Delay, Modules, Rock Condition,

etc.)
Owner's Cost

Transmission Cost

Other Change Orders (Cyber Security,

Health Care, Wastewater Piping)

$ 137,500

$ 131,625

$ 7,921

$ 5,905

Total $ 282,951

These requested updates in cost raise the cost of the Units by $18 million, or

0.4%, over the $4.5 billion forecasted amount approved in the original BLRA order,

Order No. 2009-104(A). (Tr. at 261.) However, escalation rates and rates for allowance

for funds used during construction ("AFUDC") have been lower than anticipated when

originally forecasted in 2008. (Tr. at 30.) As a result, the cost of the Units in future

dollars is $5.8 billion which is $550 million, or approximately 8%, less than the $6.3

billion amount forecasted in 2009. (Tr. at 30.)

In the Petition, SCE&G also seeks approval of an updated construction schedule

for the Units. This updated schedule delays the completion date of Unit 2 by 11 months
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As shown in Chart A, below, taken together these requests total approximately

$283 million:

Chart A

RK UKSTKD.UPDATES.TO COI@TRUCTION: COST SCHEDULES

Item

Change Order No, 16 (Shield Building,
COL Delay, Modules, Rock Condition,
etc.)
Owner's Cost
Transmission Cost
Other Change Orders (Cyber Security,
Health Care, Wastewater Piping)

$ 137,500
$ 131,625
$ 7,921
$ 5,905

Total $ 282,951

These requested updates in cost raise the cost of the Units by $ 18 million, or

0.4%, over the $4.5 billion forecasted amount approved in the original BLRA order,

Order No. 2009-104(A). (Tr. at 261,) However, escalation rates and rates for allowance

for funds used during constmction ("AFUDC") have been lower than anticipated when

originally forecasted in 2008. (Tr. at 30,) As a result, the cost of the Units in future

dollars is $5.8 billion which is $550 million, or approximately 8%, less than the $6.3

billion amount forecasted in 2009. (Tr. at 30.)

In the Petition, SCEtkG also seeks approval of an updated construction schedule

for the Units. This updated schedule delays the completion date of Unit 2 by 11 months
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to March t5, 2017,but advancesthe datefor completionof the project asa wholeby

sevenandone-halfmonthsto May 15,2018. (Tr. at 212.)

TheoriginalupdatedcapitalcostschedulewassubmittedasHearingExhibit No.

6 (CLW-1). A secondupdatedcapital cost schedulebasedon HearingExhibit No. 6

(CLW-1), modified according to this Commission's directive in this matter, was

submittedby the Companyto this Commission.This scheduleis attachedhereto as

Order Exhibit No. 1.Theupdatedconstructionschedulefor theprojectwassubmittedas

HearingExhibit No. 1(SAB-3)andis attachedheretoasOrder Exhibit No.2.

C. Notice and Interventions

In compliance with S.C. Code Ann. § 58-33-270(E), SCE&G timely provided

notice of the Petition in this docket to the South Carolina Office of Regulatory Staff

("ORS"). ORS, pursuant to S.C. Code Ann § 58-4-10 (Supp. 2011), is automatically a

party in this docket.

By letter dated May 24, 2012, the Commission's Clerk's Office instructed the

Company to publish a Notice of Filing and Hearing in newspapers of general circulation

in the area where SCE&G serves retail electric customers (the "Newspaper Notice") by

July 3, 2012. The Clerk's Office also instructed SCE&G to provide a copy of the Notice

to its retail electric customers by U.S. mail or by electronic mail to customers who have

agreed to receive notice by electronic mail (the "Customer Notice"). The Clerk's Office

instructed SCE&G to provide proof of newspaper publication by July 18, 2012.

By letter dated May 29, 2012, SCE&G requested an extension of time to July 15,

2012, to provide the Customer Notice. By letter dated May 29, 2012, the Commission
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to March 15, 2017, but advances the date for completion of the project as a whole by

seven and one-half months to May 15, 2018. (Tr. at 212.)

The original updated capital cost schedule was submitted as Hearing Exhibit No.

6 (CLW-I). A second updated capital cost schedule based on Hearing Exhibit No. 6

(CLW-I), modified according to this Commission's directive in this matter, was

submitted by the Company to this Commission. This schedule is attached hereto as

Order Exhibit No. 1. The updated constriction schedule for the project was submitted as

Hearing Exhibit No. I (SAB-3) and is attached hereto as Order Exhibit No, 2.

C. Notice and Interventions

In compliance with S.C. Code Ann. $ 58-33-270(E), SCE&G timely provided

notice of the Petition in this docket to the South Carolina Office of Regulatory Staff

("ORS"). ORS, pursuant to S,C. Code Ann fJ 58-4-10 (Supp. 2011), is automatically a

party in this docket.

By letter dated May 24, 2012, the Conunission's Clerk's Office instmcted the

Company to publish a Notice of Filing and Hearing in newspapers of general circulation

in the area where SCE&G serves retail electric customers (the "Newspaper Notice") by

July 3, 2012. The Clerk's Office also instructed SCE&G to provide a copy of the Notice

to its retail electric customers by U.S. mail or by electronic mail to customers who have

agreed to receive notice by electronic mail (the "Customer Notice"). The Clerk's Office

instructed SCE&G to provide proof of newspaper publication by July 18, 2012.

By letter dated May 29, 2012, SCE&G requested an extension of time to July 15,

2012, to provide the Customer Notice. By letter dated May 29, 2012, the Commission
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amendedits notice requirementsfor both the NewspaperNotice and the Customer

Notice. The revisedpublicationscheduleprovidedfor both theNewspaperNotice and

theCustomerNoticeto beaccomplishedby July 15,2012,andfor Commissionreceiptof

proof of publicationandcertificationof distributiononor beforeJuly24, 2012. On July

13,2012,the Companytimely filed affidavitswith the Commissiondemonstratingthat

the NewspaperNotice had beenduly publishedin accordancewith the Clerk's Office's

instructionsandcertifyingthat a copyof theCustomerNoticehadbeenfurnishedto each

affectedcustomer.

Timely petitionsto intervenein this docketwerereceivedfrom PamelaGreenlaw,

the SierraClub, the SouthCarolinaEnergyUsersCommittee("SCEUC") and Joseph

Wojcicki. No otherpal_tiessoughtto intervenein thisproceeding.

Thepetitionsof PamelaGreenlaw,theSien'aClub,andSCEUCwerenot opposed

by SCE&G. However,on May 29, 2012, SCE&G filed a Returnin Oppositionand

Objectionto the Petitionto Intervene("Return") of Mr. JosephWojcicki. On June4,

2012, Mr. Wojcicki filed a reply to SCE&G's Return. By OrderNo. 2012-495,dated

July 13,2012,the CommissiondeniedMr. Wojcicki's petition to intervene. On August

1, 2012,Mr. Wojcicki filed a motionaskingtheCommissionto reconsiderthe denialof

his petition to intervene. By Order No. 2012-622, dated August 15, 2012, the

CommissiondeniedMr. Wojcicki's motion for reconsideration.Mr. Wojcicki did not

appealtheseorders,butdid appearasapublic witnessto commentonmattersat issuein

thisproceeding.
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amended its notice requirements for both the Newspaper Notice and the Customer

Notice. The revised publication schedule provided for both the Newspaper Notice and

the Customer Notice to be accomplished by July 15, 2012, and for Commission receipt of

proof of publication and ceitification of distribution on or before July 24, 2012. On July

13, 2012, the Company timely filed affidavits with the Commission demonstrating that

the Newspaper Notice had been duly published in accordance with the Clerk's Office's

instructions and certifying that a copy of the Customer Notice had been furnished to each

affected customer.

Timely petitions to intervene in this docket were received from Pamela Greenlaw,

the Sierra Club, the South Carolina Energy Users Committee ("SCEUC") and Joseph

Wojcicki. No other paities sought to intervene in this proceeding.

The petitions of Pamela Greenlaw, the Siena Club, and SCEUC were not opposed

by SCE&G. However, on May 29, 2012, SCEkG filed a Return in Opposition and

Objection to the Petition to Intervene ("Retain"} of'Mr. Joseph Wojcicki. On June 4,

2012, Mr. Wojcicki filed a reply to SCEkG's Return. By Order No. 2012-495, dated

July 13, 2012, the Commission denied Mr. Wojcicki's petition to intervene. On August

I, 2012, Mr. Wojcicki filed a motion asking the Commission to reconsider the denial of

his petition to intervene. By Order No, 2012-622, dated August 15, 2012, the

Commission denied Mr, Wojcicki's motion for reconsideration. Mr. Wojcicki did not

appeal these orders, but did appear as a public witness to comment on matters at issue in

this proceeding.
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TheCommissionconvenedapublic hearingon this matteron October2-3, 2012,

with theHonorableDavidA. Wright, Chairman,presiding. SCE&Gwasrepresentedby

K. ChadBurgess,Esq., MatthewW. Gissendanner,Esq.,and Belton T. Zeigler, Esq.

ORSwasrepresentedby CourtneyDareEdwards,Esq.,ShannonBowyerHudson,Esq.,

andJeffreyM. Nelson,Esq. TheSierraClubwasrepresentedby RobertGuild, Esq.,and

SCEUCwasrepresentedby ScottElliott, Esq. PamelaGreenlawproceededpro se.

In support of the Petition, the Company presented the direct testimony of Kevin

B. Marsh, Chairman and Chief Executive Officer of SCANA Corporation and SCE&G;

Stephen A. Byrne, President for Generation and Transmission of SCE&G; David A.

Lavigne, General Manager, Operational Readiness for New Nuclear Deployment; Hubert

C. Young, III, Manager of Transmission Planning for SCE&G; and Carlette L. Walker,

Vice President for Nuclear Finance Administration.

ORS presented the direct testimony of Allyn H. Powell, Associate Program

Manager in the Electric Department of ORS, and Gary C. Jones, P.E., President of Jones

Partners, Ltd.

The Sien'a Club presented the direct testimony of Dr. Mark Cooper, Director of

Energy and Director of Research at the Consumer Federation of America. SCEUC and

Ms. Greenlaw presented no witnesses at the hearing.

In response to the testimony of Dr. Cooper, SCE&G presented the rebuttal

testimony of Messrs. Marsh and Byrne, and Dr. Joseph M. Lynch, Manager of Resource

Planning for SCE&G. The Sierra Club filed smTebuttal testimony of Dr. Cooper in

response to SCE&G's rebuttal testimony. In response to Dr. Cooper's surrebuttal
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The Commission convened a public hearing on this matter on October 2-3, 2012,

with the Honorable David A. Wright, Chairman, presiding. SCE&G was represented by

K. Chad Burgess, Esq., Matthew W. Gissendanner, Esq., and Belton T. Zeigler, Esq.

ORS was represented by Courtney Dare Edwards, Esq., Shannon Bowyer Hudson, Esq.,

and Jeffrey M. Nelson, Esq. The Sierra Club was represented by Robeit Guild, Esq,, and

SCEUC was represented by Scott Elliott, Esq. Pamela Greenlaw proceeded pro se.

In support of the Petition, the Company presented the direct testimony of Kevin

B. Marsh, Chairman and Chief Executive Officer of SCANA Corporation and SCE&G;

Stephen A. Byrne, President for Generation and Transmission of SCE&G; David A,

Lavigne, General Manager, Operational Readiness for New Nuclear Deployment; Hubert

C. Young, III, Manager of Transmission Planmng for SCE&G; and Carlette L. Walker,

Vice President for Nuclear Finance Administration.

ORS presented the direct testimony of Allyn H. Powell, Associate Program

Manager in the Electric Department of ORS, and Gary C. Jones, P.E., President of Jones

Paitners, Ltd.

The Sierra Club presented the direct testimony of Dr. Mark Cooper, Director of

Energy and Director of Research at the Consumer Federation of America. SCEUC and

Ms. Greenlaw presented no witnesses at the hearing,

In response to the testimony of Dr. Cooper, SCE&G presented the rebuttal

testimony of Messrs. Marsh and Byrne, and Dr. Joseph M. Lynch, Manager of Resource

Planning for SCE&G. The Sierra Club filed surrebuttal testimony of Dr. Cooper in

response to SCE&G's rebuttal testimony. In response to Dr. Cooper's surrebuttal
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testimony,SCE&Gfiled a supplementalexhibit to Dr. Lynch's testimonyprovidingthe

resultsof an economicstudycomparingthe costof completingtheUnits to thecost of

pursuinga naturalgas resourcestrategy. The SielTaClub conducteddiscoveryon this

comparativeeconomicstudy prior to the hearing. At the hearing, the Sien'aClub

presentedsupplementalrebuttaltestimonyof Dr. Cooperchallengingcel"tainconclusions

of Dr. Lynch's study.

D. Bill Issue Raised by Mr. Clements

On October 2, 2012, the Commission held a public night hearing in this

proceeding at which 22 members of the public provided comments to the petition of

SCE&G. At the public night hearing, Tom Clements, on behalf of the Alliance for

Nuclear Accountability, informed the Commission of the billing practice of Georgia

Power Company, who is constructing two AP1000 nuclear units in Georgia. As part of

his public comments, Mr. Clements provided the Commission with a copy of an

electricity bill issued by Georgia Power Company that was included as part of the

evidence of record and identified as Hearing Exhibit No. 3. The supplied bill contains a

separate line item entitled "Nuclear Construction Cost Recovery." Mr. Clements requests

that as part of the ruling in this docket that the Commission issue an order instructing

SCE&G to include this same information on SCE&G's electricity bill. For the reasons

set forth below, it is not necessary for SCE&G to include this information on its

electricity bills.

The information that is required to be included on electricity bills is governed by

26 S.C. Code Ann. Regs. 103-339(2) (Supp. 2011). The form of electricity bills has
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testimony, SCE&G filed a supplemental exhibit to Dr. Lynch's testimony providing the

results of an economic study comparing the cost of completing the Units to the cost of

pursuing a natural gas resource strategy. The Siena Club conducted discovery on this

comparative economic study prior to the hearing. At the hearing, the Sierta Club

presented supplemental rebuttal testimony of Dr. Cooper challenging certain conclusions

of Dr, Lynch's study.

D. Bill Issue Raised by Mr. Clements

On October 2, 2012, the Commission held a public night hearing in this

proceeding at which 22 members of the public provided comments to the petition of

SCE&G. At the public night hearing, Toin Clements, on behalf of the Alliance for

Nuclear Accountability, informed the Commission of the billing practice of Georgia

Power Company, who is constructing two AP1000 nuclear units in Georgia. As part of

his public comments, Mr. Clements provided the Connnission with a copy of an

electricity bill issued by Georgia Power Company that was included as part of the

evidence of record and identified as Hearing Exhibit No. 3. The supplied bill contains a

separate line item entitled "Nuclear Constmction Cost Recovery." Mr, Clements requests

that as pait of the ruling in this docket that the Commission issue an order instructing

SCE&G to include this same information on SCE&G*s electricity bill. For the reasons

set foith below, it is not necessary for SCE&G to include this information on its

electricity bills.

The information that is required to be included on electricity bills is governed by

26 S.C. Code Ann. Regs. 103-339(2) (Supp, 2011). The form of electricity bills has
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receivedcareful considerationby the Commissionand the GeneralAssembly. The

required information to be included on electricity bills providesa balancebetween

providing customerswith informationnecessaryto ensurethat eachbill is calculated

correctlywhile ensuringthatthebill doesnotbecomeoverly complicatedor confusingto

customers.Eachbill mustincludeSCE&G's contactinformationsothat customerswho

havequestionsabouttheir bill mayraisethemwith Companyrepresentatives.Moreover,

issuinganorderin thisproceedingisnot theappropriatemannerin whichto implementa

changeto 26 S.C.CodeAnn. Regs.103-339(2). Rather,the appropriatemechanismfor

such a changewould be to initiate a rulemakingwoceeding where the Commission

receives public comment and the General Assembly has the requisite opportunity to

review and approve the regulation.

Mr. Clements' claim that SCE&G's customers are uninformed regarding the cost

of the Units is unfounded and not supported in fact. In every proceeding before the

Commission regarding the Units, public notice and the opportunity to be heard is

provided in the manner required by law and ensures public participation in and awareness

of the process. At these public hearings, the public is encouraged to attend and comment.

Additionally, for those persons who cannot attend the public hearing, the information

presented during the hearing is available to the public for review at the Commission's

offices as well as its website http://dms.psc.sc.gov/. We find that the cun'ent notice and

hearing regime in place provides the public with sufficient and adequate notice of the

woceedings regarding the Units and that the instant docket is not the appropriate

proceeding to consider an alteration to regulations of the Commission. We also find that
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received careful consideration by the Commission and the General Assembly. The

required information to be included on electricity bills provides a balance between

providing customers with information necessary to ensure that each bill is calculated

correctly while ensuring that the bill does not become overly complicated or confusing to

customers. Each bill must include SCEkG's contact information so that customers who

have questions about their bill may raise them with Company representatives. Moreover,

issuing an order in this proceeding is not the appropriate manner in which to implement a

change to 26 S.C. Code Ann. Regs, 103-339(2). Rather, the appropriate mechanism for

such a change would be to initiate a rulemaking proceeding where the Commission

receives public comment and the General Assembly has the requisite opportunity to

review and approve the regulation.

Mr. Clements'laim that SCEkG's customers are uninformed regarding the cost

of the Units is unfounded and not supposed in fact. In every proceeding before the

Commission regarding the Units, public notice and the opportunity to be heard is

provided in the manner required by law and ensures public participation in and awareness

of the process. At these public hearings, the pubhc is encouraged to attend and comment.

Additionally, for those persons who caimot attend the public hearing, the information

presented during the hearing is available to the public for review at the Commission's

offices as well as its website htt://dms. se,sc. ov/. We find that the current notice and

hearing regime in place provides the public with sufficient and adequate notice of the

proceedings regarding the Units and that the instant docket is not the appropriate

proceeding to consider an alteration to regulations of the Commission, We also find that
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26 S.C. Code Ann. Regs. 103-339(2)provides utility customerswith sufficient

informationto be includedon their electricity bill, and therefore,declineto initiate a

rulemakingproceedingon thismatter.

II. STATUTORY STANDARDS AND REQUIRED FINDINGS

S.C. Code Ann. § 58-33-270(E) governs proceedings to update capital cost

schedules and construction schedules that have been previously approved under the

BLRA. Under this statute, the Commission must grant the relief requested, if after a

hearing, the Commission finds that "as to the changes in the schedules, estimates,

findings or conditions, that the evidence of record justifies a finding that the changes [in

previously approved schedules] are not the result of imprudence on the part of the

utility." S.C. Code Ann. § 58-33-270(E)(1) (Supp. 2011). In addition to S.C. Code Ann.

§ 58-33-270(E), the Commission is aware that under other provisions of the BLRA,

determinations made in the initial BLRA order "may not be challenged or reopened in

any subsequent proceeding." S.C. Code Ann. § 58-33-275(B). In this regard, "[c]hanges

in fuel cost will not be considered in conducting any evaluation under this section." S.C.

Code Ann. § 58-33-275(D).

A. The Sierra Club's Argument

Through the testimony of Dr. Cooper, the Sierra Club argues that the Commission

should deny SCE&G's Petition and find that the additional costs presented by SCE&G

for approval in this update proceeding ale imprudent. (Tr. at 956.) Specifically, the

Sien'a Club asserts that because natural gas prices have fallen considerably since 2009,

and because energy conservation and alternative generation sources may be becoming
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26 S.C. Code Ann. Regs. 103-339(2) provides utility customers with sufficient

information to be included on their electricity bill, and therefore, decline to initiate a

mlemaking proceeding on this matter.

II. STATUTORY STANDARDS AND RK UIRKD FINDINGS

S.C. Code Ann. $ 58-33-270(E) governs proceedings to update capital cost

schedules and construction schedules that have been previously approved under the

BLRA. Under this statute, the Commission must grant the relief requested, if after a

hearing, the Commission finds that "as to the changes in the schedules, estimates,

findings or conditions, that the evidence of record justifies a finding that the changes [in

previously approved schedulesj are not the result of imprudence on the part of the

utility." S.C. Code Ann. ( 58-33-270(E)(1) (Supp. 2011). In addition to S,C. Code Ann.

tj 58-33-270(E), the Commission is aware that under other provisions of the BLRA,

determinations made in the initial BLRA order "may not be challenged or reopened in

any subsequent proceeding." S.C, Code Ann. $ 58-33-275(B). In this regard, "[c]hanges

in fuel cost will not be considered in conducting any evaluation under this section." S.C.

Code Ann. ( 58-33-275(D),

A. The Sierra Club's Argument

Through the testimony of Dr. Cooper, the Sierra Club argues that the Commission

should deny SCE&G's Petition and find that the additional costs presented by SCE&G

for approval in this update proceeding are imprudent. (Tr. at 956.) Specifically, the

Siena Club asseits that because natural gas prices have fallen considerably since 2009,

and because energy conservation and alternative generation sources may be becoming
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more cost competitive, the Commission should find that it is no longer prudent for

SCE&G to continue construction and complete the Units and consequently, that the

additional costs are likewise imprudent. (Tr. at 962.) For all practical purposes, the

Sierra Club's argument is tantamount to a request that the Commission issue an order

instructing SCE&G to terminate the projectf

B. Prior Commission Determinations

Although Dr. Cooper discusses alternative generation and energy efficiency in his

testimony, the specific base load generation resource that Dr. Cooper seeks to

demonstrate to be preferable to nuclear generation is combined-cycle natural gas

generation. (Tr. at 962.) This is not the first time that the Conmfission has considered

the relative merits of a natural gas resource strategy compared to a nuclear resource

strategy. In the original BLRA proceeding, Docket No. 2008-196-E, the principal focus

of the testimony in support of the Company's application and in opposition to it was the

comparison of nuclear and natural gas resource strategies. The studies and other

evidence presented in Docket No. 2008-196-E specifically compared the risks and

benefits of a nuclear resource strategy to a combined cycle natural gas resource strategy.

Those studies considered a number of possible scenarios, including the possibility of

lower than anticipated natural gas prices in the future. The testimony presented by Dr.

3 Dr. Cooper did not assert that any fundamental flaw exists or has been discovered in the AP1000
units, in the Jenkinsville site, or in nuclear power generally. To the contrary, the Commission finds that the
evidence of record supports the conclusion that nuclear generation continues to be a safe, practical and
efficient source of electrical power and that construction of the Units is proceeding in a safe, efficient and
satisfactory mariner. Most of the major challenges identified in the early stages of the engineering,
procurement, construction and permitting for the Units have been overcome. (Tr. at 32.) As to safety and
environmental concerns, the design of the Units and the Jenkinsville site have recently passed rigorous
reviews by the NRC and other state and federal permitting agencies. (Tr. at 148.)
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more cost competitive, the Commission should find that it is no longer prudent for

SCEiycG to continue construction and complete the Units and consequently, that the

additional costs are likewise imprudent. (Tr. at 962.) For all practical purposes, the

Sieira Club's argument is tantamount to a request that the Commission issue an order

instructing SCEdcG to terminate the project.

B. Prior Commission Determinations

Although Dr, Cooper discusses alternative generation and energy efficiency in his

testimony, the specific base load generation resource that Dr. Cooper seeks to

demonsh'ate to be preferable to nuclear generation is combined-cycle natural gas

generation. (Tr. at 962.) This is not the first time that the Commission has considered

the relative merits of a natural gas resource strategy compared to a nuclear resource

strategy. In the original BLRA proceeding, Docket No. 2008-196-E, the principal focus

of the testimony in support of the Company's application and in opposition to it was the

comparison of nuclear and natural gas resource strategies. The studies and other

evidence presented in Docket No. 2008-196-E specifically compared the risks and

benefits of a nuclear resource strategy to a combined cycle natural gas resource strategy.

Those studies considered a number of possible scenarios, including the possibility of

lower than anticipated natural gas prices in the future. The testimony presented by Dr.

3 Dr. Cooper did not assert that any fundamental flaw exists or has been discovered in the AP1000
units, in the )enkinsvitle site, or in nuclear power generally. To the contrary, the Commission finds that the
evidence of record suppoits the conclusion that nuclear generation continues to be a safe, practical and
efficient source of electrical power and that construction of the Units is proceeding in a safe, efficient and
satisfactory manner. Most of the major challenges identified in the early stages of the engineering,
procurement, construction and permitting for the Units have been overcome, (Tr. at 32.) As to safety and
environmental concerns, the design of the Units and the Jenkinsville site have recently passed rigorous
reviews by the NRC and other state and federal permitting agencies. (Tr, at 148.)
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Cooper in this proceeding is based on the data and analysis presented by SCE&G in

Docket No. 2008-196-E. (Tr. at 962-63.) Through sensitivity studies and other

approaches, Dr. Cooper has sought to 'update' the 2008 studies by including new data

related to gas prices and other factors.

in Order No. 2009-104(A), the Commission carefully reviewed the merits of the

natural gas resource strategy compared to the nuclear resource strategy. The Commission

entered detailed and specific findings supporting SCE&G's decision to construct the

Units rather than choosing to rely primarily on combined cycle natural gas units to meet

its projected base load generation needs. In its review of Order No. 2009-104(A), the

South Carolina Supreme Court found that "based on the overwhelming amount of

evidence in the record, the Commission's determination that SCE&G considered all

forms of viable energy generation, and concluded that nuclear energy was the least costly

alternative source, is supported by substantial evidence." Friends" of Earth v. Pub. Serv.

Comm'n, 387 S.C. 360, 369, 692 S.E.2d 910, 915 (2010).

C. Policies and Procedures and Key Provisions of the BLRA

The Sien'a Club's arguments raise important questions about practice under the

BLRA. The Sierra Club argues that the issue of whether the Commission should approve

increasing capital forecasts for the Units requires the Commission to determine whether it

is prudent to continue the construction of the Units at all. (Tr. at 953.) Therefore, as a

condition of approval of the updated capital cost schedules at issue here, the Sien'a Club

ultimately seeks to reopen the issue of whether nuclear generating resources remain the

appropriate choice for SCE&G.
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Cooper in this proceeding is based on the data and analysis presented by SCE&G in

Docket No. 2008-196-E. (Tr, at 962-63.) Through sensitivity studies and other

approaches, Dr. Cooper has sought to 'update'he 2008 studies by including new data

related to gas prices and other factors.

In Order No, 2009-104(A), the Conunission carefully reviewed the merits of the

natural gas resource strategy compared to the nuclear resource strategy. The Commission

entered detailed and specific findings suppoiting SCE&G's decision to construct the

Units rather than choosing to rely primarily on combined cycle natural gas units to meet

its projected base load generation needs. In its rcviev. of Order No. 2009-104(A), the

South Carolina Supreme Couit found that "based on the overwhelming amount of

evidence in the record, the Commission's determination that SCE&G considered all

forms of viable energy generation, and concluded that nuclear energy was the least costly

alternative source, is supported by substantial evidence." Friends ofEarth v. Pub. Serv.

Comm 'n, 387 S.C. 360, 369, 692 S.E.2d 910, 915 (2010).

C, Policies and Procedures and Key Provisions of the BLRA

The Sierra Club's arguments raise impottant questions about practice under the

BLRA. The Sierra Club argues that the issue ofwhether fhe Commission should approve

increasing capital forecasts for the Units requires the Commission to deteimine whether it

is prudent to continue the construction of the Units at all. (Tr. at 953.) Therefore, as a

condition of approval of the updated capital cost schedules at issue here, the Siena Club

ultimately seeks to reopen the issue of whether nuclear generating resources remain the

appropriate choice for SCE&G.
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For its part, SCE&G asserts that the arguments and evidence presented by the

Sierra Club in this proceeding constitute an attempt to reopen the determinations made in

Order No. 2009-104(A) concerning the appropriateness of choosing a nuclear generation

resource strategy as compared to a natural gas resource strategy, which on its face

appears to be contrary to S.C. Code Ann. § 58-33-275(B). SCE&G takes the position

that under S.C. Code Ann. § 58-33-270(E), the operative question before the Commission

in an update proceeding is whether "as to the changes in the schedules [presented by

SCE&G]... the evidence of record justifies a finding that the changes are not the result

of imprudence on the pal_ of the utility." S.C. Code Ann. § 58-33-270(E) (Supp. 2011)

(emphasis supplied). That is, SCE&G contends that the plain language of the statute

focuses the Commission's review on the prudence of the specific changes to the cost and

construction schedules that are being proposed in this docket. (Tr. at 76.)

In weighing these arguments, the Commission notes that the BLRA was intended

to cure a specific problem under the prior statutory and regulatory structure. Before

adoption of the BLRA, a utility's decision to build a base load generating plant was

subject to relitigation if palsies brought prudency challenges after the utility had

committed to major construction work on the plant. The possibility of prudency

challenges while construction was underway increased the risks of these projects as well

as the costs and difficulty of financing them. In response, the General Assembly sought

to mitigate such uncertainty by providing for a comprehensive, fully litigated and binding

prndency review before major construction of a base load generating facility begins. The

BLRA order related to the Units, Order No. 2009-104(A), is the result of such a process.
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For its pait, SCEkG asserts that the arguments and evidence presented by the

Sierra Club in this proceeding constitute an attempt to reopen the determinations made in

Order No. 2009-104(A) concerning the appropriateness of choosing a nuclear generation

resource strategy as compared to a natural gas resource strategy, which on its face

appears to be contrary to S.C. Code Ann. $ 58-33-275(B). SCE&G takes the position

that under S.C. Code Ann. Ij 58-33-270(E), the operative question before the Commission

in an update proceeding is whether "as to the changes in the schedules [presented by

SCE&G]... the evidence of record justifies a finding that the changes are not the result

of imprudence on the part of the utility." S.C. Code Ann. $ 58-33-270(E) (Supp. 2011)

(emphasis supplied). That is, SCEkG contends that the plain language of the statute

focuses the Commission's review on the prudence of the specific changes to the cost and

consttwction schedules that are being proposed in this docket. (Tr. at 76.)

In weighing these arguments, the Commission notes that the BLRA was intended

to cure a specific problem under the prior statutory and regulatory structure. Before

adoption of the BLRA, a utility's decision to build a base load generating plant was

subject to relitigation if patties brought pmdency challenges after the utility had

committed to major consttuction work on the plant. The possibility of prudency

challenges while construction was underway increased the risks of these projects as well

as the costs and difficulty of financing them. In response, the General Assembly sought

to mitigate such uncertainty by providing for a comprehensive, fully litigated and binding

prudency review before major construction of a base load generating facility begins. The

BLRA order related to the Units, Order No. 2009-104(A), is the result of such a process.
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It involvedweeksof hearings,over20witnesses,atranscriptthat ismorethanathousand

pageslong and rulings that havebeenthesubjectof two appealsto the SouthCarolina

SupremeCourt.

S.C.CodeAnn. §58-33-275(A)establishesthefinal andbindingnatureof BLRA

ordersasa matterof law. Furthermore,S.C.CodeAnn. § 58-33-275(B)statesthat the

determinationsmade in such orders "may not be challengedor reopenedin any

subsequentproceeding."Finally, S.C.CodeAnn. §58-33-275(D)recognizesthespecific

dangerthatwouldbeposedto this regulatoryschemeif changesin fuel costscouldresult

in a reassessmentof the prudencyof baseload units during construction. Under S.C.

CodeAnn. § 58-33-275(D),"[c]hangesin fuel costswill not beconsideredin conducting

any evaluationunder this section." Changesin fuel costs are the principal factual

foundationof theSien'aClub'spositionin thismatter.

The approachto the BLRA that is proposedby the SierraClub would inject

prudencychallengesback into the processfor building baseload generatingfacilities

wheneveran updateproceedingis required. The cost schedulesapprovedunder the

BLRA donot includeowner'scontingency,andfor thatreason,updateproceedingswill

now benecessaryto reviewandapprovefutureadjustmentsin costforecasts.SeeSouth

Carolina Energy Users Comm. v. South Carolina Pub. Serv. Comm 'n, 388 S.C. 486, 697

S.E.2d 587 (2010). Update proceedings are likely to be a routine part of administering

BLRA projects going forward (including future projects proposed by other electric

utilities), such that under the Sierra Club's argument, the prudence of the decision to

build the plant will be open to repeated relitigation during the construction period if a
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It involved weeks of hearings, over 20 witnesses, a transcript that is more than a thousand

pages long and rulings that have been the subject of two appeals to the South Carolina

Supreme Court.

S.C. Code Ann. ( 58-33-275(A) establishes the final and binding nature of BLRA

orders as a matter of law. Furthermore, S.C. Code Ann. II 58-33-275(B) states that the

determinations made in such orders "may not be challenged or reopened in any

subsequent proceeding." Finally, S.C. Code Ann. II 58-33-275(D) recognizes the specific

danger that would be posed to this regulatory scheme if changes in fuel costs could result

in a reassessment of the prudency of base load units during construction. Under S.C.

Code Ann. Ij 58-33-275(D), "[cjhanges in fuel costs will not be considered in conducting

any evaluation under this section." Changes in fuel costs are the principal factual

foundation of the Sierra Club's position in this matter.

The approach to the BLRA that is proposed by the Sierra Club would inject

prudency challenges back into the process for building base load generating facilities

whenever an update proceeding is required. The cost schedules approved under the

BLRA do not include owner's contingency, and for that reason, update proceedings will

now be necessary to review and approve future adjustments in cost forecasts. See South

Carolina Energy Users Comm. v, South Carolina Pub. Serv. Coin&n'n, 388 S.C. 486, 697

S.E.2d 587 (2010). Update proceedings are likely to be a routine pait of administering

BLRA projects going forward (including future projects proposed by other electric

utilities), such that under the Sierra Club's argument, the prudence of the decision to

build the plant will be open to repeated relitigation during the construction period if a
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utility seeksto preservethebenefitsof theBLRA for its project. Reopeningthe initial

prudencydeterminationseachtime a utility is requiredto makeanupdatefiling would

createanoutcomethattheBLRA wasintendedto preventandwould defeattheprincipal

legislativepurposein adoptingthestatute.

In anyevent,althoughnot requiredby thetermsof the BLRA, therecordin this

proceedinghasprovidedthe Commissionwith sufficientevidenceon whichto examine

andevaluatethepositionsof SCE&GandtheSiesTaClubon thefactualissueof whether

continuingwith constructionof theUnits is prudentandwhethertheadditionalcostsand

schedulechangesare prudent. Based on the evidenceof record before us, the

Commissionconcludesthat the constructionof the Units shouldcontinueandthat the

additional costsand schedulechangesarenot the result of imprudenceon the part of

SCE&G,thoughtheCommissionapprovesonly theportionof cyber-securitycostthatis

knownandquantifiable(PhaseI) whiledeferringtheremainder(PhaseII).4

IlL REVIEW OF THE EVIDENCE AND EVIDENTIARY CONCLUSIONS

The Commission has reviewed the facts and evidence of record and reaches the

following conclusions:

A. Prudeney.of Completing the Units

The factual record concerning the SielTa Club's challenge to the prudency of

completing the Units is contained in the direct and surrebuttal testimony, as

supplemented at the hearing, of its witness Dr. Cooper, and the responses to it in the

4 While file Commission has here addressed the prudency of the continuation of the construction of the
Units, based on its ruling herein, if this issue is raised in future cases, the Commission would be willing to
entertain appropriate motions in limine or other procedural motions regarding this issue.
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utility seeks to preserve the benefits of the BLRA for its project. Reopening the initial

prudency determinations each time a utility is required to make an update filing would

create an outcome that the BLRA was intended to prevent and would defeat the principal

legislative purpose in adopting the statute.

In any event, although not required by the terms of the BLRA, the record in this

proceeding has provided the Commission with sufficient evidence on which to examine

and evaluate the positions of SCE&G and the Sierra Club on the factual issue of whether

continuing with construction of the Units is prudent and whether the additional costs and

schedule changes are prudent. Based on the evidence of record before us, the

Commission concludes that the construction of the Units should continue and that the

additional costs and schedule changes are not the result of imprudence on the part of

SCE&G, though the Commission approves only the portion of cyber-security cost that is

known and quantifiable (Phase I} while deferring the remainder (Phase II)."

III. REVIEW OF THE EVIDENCE AiND EVIDENTIARY CONCLUSIONS

The Commission has reviewed the facts and evidence of record and reaches the

following conclusions:

A. Prudency of Completing the Units

The factual record concerning the Sierra Club's challenge to the pmdency of

completing the Units is contained in the direct and surrebuttal testimony, as

supplemented at the hearing, of its witness Dr, Cooper, and the responses to it in the

While the Commission has here addressed the pmdency of the continuation of the construction of the
Units, based on its ruling herein, if this issue is raised in future cases, the Commission would be willing to
entenain appropriate motions in iiinine or other procedural motions regarding this issue.
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rebuttal testimony by Mr. Marsh, Mr. Byrne, and Dr. Lynch, and the comparative

economic analysis conducted by Dr. Lynch, Exhibit No. 9 (JML-4).

1. Dr. Cooper's Factor Analysis

Dr. Cooper's analysis of the prudency of continuing to construct the Units

focused on the comparative cost of natural gas generation and nuctem" generation given

current natural gas prices. (Tr. at 962.) Dr. Cooper based his study on the data and

analysis presented by Dr. Lynch in Docket No. 2008-196-E (the "2008 Studies"). (Tr. at

963; Hr'g Ex. 10 (MNC-4)). He sought to recalculate its results based on changes in one

factor, specifically, the recent decline in natural gas prices.

In the 2008 Studies, Dr. Lynch showed that at the baseline natural gas price

forecast, the advantage of the nuclear resource strategy over the natural gas resource

strategy was $15 million dollars per year levelized over forty years. (Tr. at 963.) In other

words, the nuclear resource strategy was the least costly resource and one scenario

quantified that this lower cost resulted in levelized savings to customers of $15 million

per year. See Commission Order No 2009-104(A) and Friends of Earth v. Pub. Serv.

Comm'n, 387 S.C. 360, 369, 692 S.E.2d 910, 915 (2010). Dr. Lynch also provided a

sensitivity analysis, which demonstrated that if natural gas prices were higher than

forecasted by 25%, the comparative benefit of the nuclear resource strategy increased

over the gas resource strategy from $15 million to $53.4 million per year. (Id.)

Dr. Cooper determined that in mid-2012, the current Energy Information

Administration ("EIA") natural gas cost forecasts were 62% below the base line forecast
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rebuttal testimony by Mr. Marsh, Mr. Byrne, and Dr. Lynch, and the comparative

economic analysis conducted by Dr. Lynch, Exhibit No. 9 (JML-4),

1. Dr. Cooper's Factor Analysis

Dr. Cooper's analysis of the prudency of continuing to construct the Units

focused on the comparative cost of natural gas generation and nuclear generation given

current natural gas prices. (Tr. at 962.) Dr, Cooper based his study on the data and

analysis presented by Dr. Lynch in Docket No. 2008-196-E (the "2008 Studies"). (Tr. at

963; Hr'g Ex. 10 (MNC-4)), He sought to recalculate its results based on changes in one

factor, specifically, the recent decline in natural gas prices.

In the 2008 Studies, Dr. Lynch showed that at the baseline natural gas price

forecast, the advantage of the nuclear resource strategy over the natural gas resource

strategy was $ 15 million dollars per year Ievelized over foity years. (Tr. at 963,) In other

words, the nuclear resource strategy was the least costly resource and one scenario

quantified that this lower cost resulted in Ievelized savings to customers of $ 15 million

per year. See Commission Order No 2009-104(A) and Friends of Earth v. Puh Seine

Comm'n, 387 S.C. 360, 369, 692 S,E,2d 910, 915 (2010). Dr. Lynch also provided a

sensitivity analysis, which demonstrated that if natural gas prices were higher than

forecasted by 25%, the comparative benefit of the nuclear resource strategy increased

over the gas resource strategy from $ 15 million to $53 4 million per year. (Id)

Dr. Cooper determined that in mid-2012, the current Energy Information

Administration ("EIA") natural gas cost forecasts were 62% below the base line forecast
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used in Dr. Lynch's 2008 Studies. (Id.) Based on the relationship between these

numbers, he computed that a 62% decline in natural gas price forecasts would cause a

shift of approximately $132 million in the relative economics of the nuclear and natural

gas resource strategies as calculated in the 2008 Studies. (Id.) Since the nuclear resource

strategy started with a $15 million advantage, Dr. Cooper reduced the $132 million

savings he calculated by that amount. This resulted in a calculation showing a net

advantage to the natural gas resource strategy of$115 million. (Id.)

Dr. Cooper then increased his estimated savings from natural gas by assuming

that there would be no cost associated with carbon ("CO2") emissions. Dr. Lynch's 2008

studies had shown that assuming zero CO2 cost, the natural gas resource strategy had an

advantage over the nuclear resource strategy of $87 million per year. (Tr. at 964.) Dr.

Cooper added this amount to his $115 million calculation to conclude that the levelized

cost of the natural gas resource strategy over the nuclear resource strategy was in excess

of $200 million. (Id.) He then multiplied this amount by 40 to reflect the forty-year

planning horizon for Dr. Lynch's study. Based on this calculation, he determined that the

natural gas resource strategy had a cumulative $8 billion advantage over nuclear. 5 (id.)

5Dr. Cooper claimed that SCE&G did not factor certain risks into its original cost projections that
were approved under tile BLRA even though these risks should have been evident at that time. (Tr. at 972.)
The risks that he believes SCE&G should have originally factored into its cost projections include
difficulties in staffing the Units, supply chain issues, delays in regulatory approval, and the possibility that
regulations would change during the construction of the Units. (Tr. at 970-71.) According to Dr. Cooper,
SCE&G should have been aware of these risks and factored the cost associated with them into the original
cost projections. (Tr. at 972.) He asserts that the failure of SCE&G to consider these risks amounted to its
presenting the Commission with a "low ball estimate" of the cost of the Units. Had tile Commission been
presented with the actual cost of the Units, including the $450 million that he claims amount to cost
overruns, it may have arrived at a different decision regarding their prudency. (Tr. at 972.)

The Company rebutted these claims in the testimony of Mr. Byrne. Mr. Byrne points out that the
cost forecasts and the EPC Contract were independently audited by consulting firms retained by ORS. (Tr.
at 269.) The experts within those consulting firms had extensive experience with forecasting costs related
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used in Dr, Lynch's 2008 Studies. (Id.) Based on the relationship between these

numbers, he computed that a 62'/e decline in natural gas price forecasts would cause a

shift of approximately $ 132 million in the relative economics of the nuclear and natural

gas resource strategies as calculated inthe2008 Studies. (Id.) Since the nuclear resource

strategy started with a $ 15 million advantage, Dr. Cooper reduced the $ 132 million

savings he calculated by that amount. This resulted in a calculation showing a net

advantage to the natural gas resource strategy of $ 115 million. (Id.)

Dr. Cooper then increased his estimated savings from natural gas by assuming

that there would be no cost associated with carbon ("CO2") emissions. Dr. Lynch's 2008

studies had shown that assuming zero COt cost, the natural gas resource strategy had an

advantage over the nuclear resource strategy of $87 million per year. (Tr. at 964.) Dr.

Cooper added this amount to his $ 115 million calculation to conclude that the levelized

cost of the natural gas resource strategy over the nuclear resource strategy was in excess

of $200 million. (Id.) He then multiplied this amount by 40 to reflect the forty-year

planning horizon for Dr. Lynch's study. Based on this calculation, he determined that the

natural gas resource strategy had a cumulative $8 bilhon advantage over nuclear. (Id),s

'r. Cooper claimed that SCE&G did not factor certain risks into its original cost projections that
were approved under the BLRA even though these risks should have been evident at that time. (Tr, at 972.)
The risks that he believes SCE&G should have originally factored into its cost projections include
diAiculties in staffing the Units, supply chain issues, delays in regulatory approval, and the possibility that
regulations would change during the consttaiction of the Units. (Tr. at 970-71.) According to Dr. Cooper,
SCE&G should have been aware of these risks and factored the cost associated with them into the original
cost projections, (Tr. at 972.) He asserts that the failure of SCE&G to consider these risks amounted to its

presenting the Commission with a "low bag estimate" of the cost of the Units. Had the Commission been

presented with the actual cost of the Units, including the g450 million that he claims amount to cost
overmns, it may have arrived at a different decision regarding their prudency. (Tr. at 972.)

The Company rebutted these claims in the testimony of Mr. Byrne. Mr, Byrne points out that the
cost forecasts and the EPC Contract ivere independently audited by consulting firms retained by ORS. (Tr.
at 269.) The experts within those consulting firms had extensive experience with forecasting costs related
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In summary and according to Dr. Cooper, the natural gas resource strategy is now the

least costly resource.

2. Dr. Lynch's Alternative Factor Analysis

SCE&G's rebuttal testimony challenged Dr. Cooper's conclusions on several

points. First, Dr. Lynch prepared an alternative analysis focusing on two factors related

to the current cost of completing the Units. (Tr. at 903-04.) One factor was the reduction

in the cost of the Units due to lower escalation and AFUDC rates than were anticipated in

2008. Lower escalation and AFUDC costs have reduced the forecasted cost of the Units

in future dollars by $551 million. The other factor Dr. Lynch analyzed was that 25% of

the current costs of the Units have already been spent and only 75% is required to be

spent to complete them. In comparing the cost of completing the Units versus switching

to a natural gas resource strategy, Dr. Lynch pointed out that the analysis must take into

account that a substantial pal_ of the cost of building the Units has been spent. (Tr. at

890, 9O4.)

In his rebuttal testimony, Dr. Lynch quantified the impact of these two factors

using a standard tool employed in utility planning analyses, the levelized can'ying cost for

investment. This represents the annual cost that must be charged to customers for each

dollar spent on a utility investment to fund depreciation, taxes, the cost of capital (debt

and equity) and insurance related to that investment. In this case, Dr. Lynch computed

to major electric generation projects, including nuclear projects. (Id) Those experts would also have been
familiar with the risks inherent in nuclear construction. These independent reviews of the cost forecasts
and the EPC Contract found nothing to indicate that SCE&G's cost estimates were inaccurate. The
Commission finds Mr. Byl'ne's testimony credible and does not find that the evidence on the record

supports the "low ball" allegation.
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In summary and according to Dr. Cooper, the natural gas resource strategy is now the

least costly resource.

2. Dr. Lynch's Alternative Factor Analysis

SCE&G's rebuttal testimony challenged Dr. Cooper's conclusions on several

points. First, Dr. Lynch prepared an alternative analysis focusing on two factors related

to the current cost of completing the Units. (Tr. at 903-04.) One factor was the reduction

in the cost of the Units due to lower escalation and AFUDC rates than were anticipated in

2008. Lower escalation and AFUDC costs have reduced the forecasted cost of the Units

in future dollars by $551 million. The other factor Dr, Lynch analyzed was that 25'/e of

the current costs of the Units have already been spent and only 75'/o is required to be

spent to complete them. In comparing the cost of completing the Units versus switching

to a natural gas resource strategy, Dr. Lynch pointed out that the analysis must take into

account that a substantial pait of the cost of building the Units has been spent. (Tr. at

890, 904.)

In his rebuttal testimony, Dr. Lynch quantified the impact of these two factors

using a standard tool employed in utility planning analyses, the levelized canying cost for

investment. This represents the annual cost that must be charged to customers for each

dollar spent on a utility investment to fund depreciation, taxes, the cost of capital (debt

and equity) and insurance related to that investment. In this case, Dr, Lynch computed

to major electric generation projects, including nuclear projects. (Td.) Those experts would also have been
familiar with the risks inherent in nuclear construction. These independent reviews of the cost forecasts
and the EPC Contract found nothing to indicate that SCAG's cost estimates were inaccurate, The
Commission finds Mr. Byrne's testimony credible and does not find that the evidence on the record
supports the "low ball" allegation.
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the specific carrying cost for investment in the Units taking into account the items

mentioned above. He did so on a levelized basis over the 40-year planning horizon. As

Dr. Lynch testified, the levelized carrying cost factor for investment in the Units is 16%,

i.e., for each dollar invested, SCE&G must collect $0.16 per year over the planning

horizon. (Tr. at 903.) Applying this factor to the $551 million reduction in the cost of

the Units, the annualized savings of the nuclear strategy increases by $88 million ($551

million * 0.16%). (Tr. at 904.)

Dr. Lynch also testified that because, as of June 30, 2012, approximately 25% of

the currently forecasted cost of the Units has been spent, the cost to complete the Units is

reduced by approximately $1.4 billion. (Tr. at 892.) As a result, for planning purposes,

the levelized going-forwm'd cost of pursuing the nuclear strategy has been reduced by the

additional amount of $230 million per year, which is the carrying cost that would be

inculTed on that $1.4 billion. 6 Accordingly, Dr. Lynch testified that these two factors

alone reduced the cost of the nuclear strategy by a total of $318 million on an annualized

basis. This amount far exceeds the amounts that Dr. Cooper calculated to be the savings

that result either from low natural gas cost forecasts alone or fi'om the low natural gas and

zero CO2 costs scenarios combined. (Tr. at 890-92.)

Dr. Lynch fresher testified that in planning studies, the appropriate way to reflect

levelized savings as a lump sum is tln'ough a present value calculation, not by simply

multiplying the levelized annual cost by the number of years in the study as Dr. Cooper

calculated. (Tr. at 892.) Calculating the net present values of the savings discussed

6 $5,762 million * 0.16 * 0.25, where $5,762 million is the current cost of the Units, 25% is the
amount that has been spent and 16% is the levelized carrying cost of nuclear investment.
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the specific carrying cost for investment in the Units taking into account the items

mentioned above. He did so on a levelized basis over the 40-year planning horizon. As

Dr. Lynch testified, the levelized carrying cost factor for investment in the Units is 16%,

i.e., for each dollar invested, SCEkG must collect $0.16 per year over the planning

horizon. (Tr. at 903.) Applying this factor to the $SS1 million reduction in the cost of

the Units, the annualized savings of the nuclear strategy increases by $88 million ($551

million" 0.16%). (Tr. at 904.)

Dr. Lynch also testified that because, as of June 30, 2012, approximately 25% of

the currently forecasted cost of the Units has been spent, the cost to complete the Units is

reduced by approximately $ 1.4 billion. (Tr. at 892.) As a result, for planning purposes,

the levelized going-fonvard cost of pursuing the nuclear strategy has been reduced by the

additional amount of $230 million per year, which is the carrying cost that would be

incuned on that $ 1,4 billion. Accordingly, Dr, Lynch testified that these two factors

alone reduced the cost of the nuclear strategy by a total of $318 million on an annualized

basis. This amount far exceeds the amounts that Dr. Cooper calculated to be the savings

that result either from low natural gas cost forecasts alone or fiom the low natural gas and

zero CO& costs scenarios combined. (Tr, at 890-92.)

Dr. Lynch further testified that in planning studies, the appropriate way to reflect

levelized savings as a lump sum is through a present value calculation, not by simply

multiplying the levelized annual cost by the number of years in the study as Dr. Cooper

calculated. (Tr. at 892.) Calculating the net present values of the savings discussed

'5,762 million s 0,16 "'.25, ivhere $5,762 million is the current cost of the Units, 25% is the
amount that has been spent and 16% is the levelized carrying cost of nuclear investment.



DOCKET NO. 2012-203-E - ORDER NO. 2012-884

NOVEMBER 15, 2012

PAGE 23

above, Dr. Lynch presented a chart, which is produced below, showing the relative

impact of the factors identified in the comparative analyses presented in 2008. 7

Dr. Cooper's Adjustments to

Natural Gas Strategy Costs

(reduced costs, in millions)

Low Gas Cost Alone

Levelized Per Year $115

Accumulated $4,000

Present Value $1,400

Chart B

SCE&G's Adjustments to

Nuclear Strategy Costs

(reduced costs, in millions)

Low Gas Cost & No CO2 Cost

Levelized Per Year $200

Accumulated $8,000

Present Value $2,400

Going-Fonvard Cost
Levelized Per Year $318

Accumulated Not Computed

Present Value $3,900

(Tr. at 910.)

3. Natural Gas Price Volatility

Dr. Lynch also faulted Dr. Cooper's analysis on the basis of its reliance on natural

gas price forecasts that are inherently unreliable:

Planners, if they are prudent, do not put much confidence in

anyone's projection of natural gas prices. That is why almost all resource

planning studies involve scenario planning and sensitivity analysis around

the most uncertain drivers of cost. The price of fossil fuels is one of the

most volatile and uncertain drivers of energy costs.

7 On page 6 of Dr. Cooper's surrebuaal testimony, he alleges that the Company has "double
discounted [his] calculation of natural gas savings" without providing sufficient additional detail to validate
this claim. (Tr. at 981.) From the Commission's review of the figures presented by the Company, the
Commission finds that the calculations provided by SCE&G appear to be COla'ectlycomputed and do not
involve double counting. Based on the information provided by Dr. Cooper, the Commission is
constrained to find this argument without factual basis or merit.
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above, Dr. Lynch presented a chait, which is produced below, showing the relative

impact of the factors identified in the comparative analyses presented in 2008.

Chart 8

Dr. Cooper's Adjustments to
Natural Gas Strategy Costs
reduced costs in millions

SCKtlcG's Adjustments to
Nuclear Strategy Costs
reduced costs in millions

Low Gas Cost Alone
Levelized Per Year $ 115

Accumulated

Present Value

$4,000

$ 1,400

Low Gas Cost & No CO Cost
Levelized Per Year $200
Accumulated $ 8,000
Present Value $2,400

Goin -Portvard Cost
Levelized Per Year
Accumulated
Present Value

$318
Not Computed
$3,900

(Tr. at 910.)

3. Natural Gas Price Volatility

Dr. Lynch also faulted Dr. Cooper's analysis on the basis of its reliance on natural

gas price forecasts that are inherently unreliable:

Planners, if they are prudent, do not put much confidence in
anyone's projection of natural gas prices. That is why almost all resource
planning studies involve scenario planning and sensitivity analysis around
the most uncertain drivers of cost. The price of fossil fuels is one of the
most volatile and unceitain drivers of energy costs.

" On page 6 of Dr. Cooper's surrebuttal testimony, he alleges that the Company has "double
discounted [his] calculation of natural gas savings" without providing sufficient additional detail to validate
this claim. (Tr. at 9810 From the Commission's review of the figures presented by the Company, the
Commission finds that the calculations provided by SCB&O appear to be conectly computed and do not
involve double counting. Based on the information provided by Dr. Cooper, the Commission is

constrained to find this argument without factual basis or merit.
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(Tr. at 898.) Dr. Lynch provided data from EIA showing that EIA acknowledges that its

forecasts are almost always in error, whether too high or too low. In addition, EIA has

computed the 95% confidence interval around its forecast of gas prices through 2013.

Within that confidence interval, natural gas prices could be as high as $7.76 per MMBTU

on December 31, 2013, or as low as $2.11, with the expected price being $3.63. This

means that in mid-2012, EIA recognized that by December 2013, there was an equal

probability of natural gas prices being 214% higher than the forecasted price as there was

of them being 42% lower. (Tr. at 898-99.

As Mr. Marsh testified, "[i]f there is anything that I have learned in my more than

30 years of experience in this industry, it is that cun'ent gas price forecasts--whatever

they are--will change. The projections on which Dr. Cooper relies were different four

years ago, and in all likelihood will be different four years from now." (Tr. at 86.)

Dr. Lynch further identified a number of "forces at work in the economy that

could cause today's forecasts of future gas prices to prove inaccurate." (Tr. at 901.)

Those factors include the increasing substitution of natural gas for coal as an electric

generation fuel, increased exports of liquefied natural gas in response to a wide disparity

between domestic U.S. natural gas prices and international energy prices, and the

expansion in the United States of industries that use a high volume of natural gas for fuel

and feedstock. (Tr. at 900.)

Natural gas prices are low today because of a new technology known as

hydrological fracturing, or fi'acking. (Tr. at 899.) Over the past two years, fi'acking has
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(Tr. at 898.) Dr. Lynch provided data from EIA showing that EIA acknowledges that its

forecasts are almost always in error, whether too high or too low, In addition, EIA has

computed the 95% confidence intetval amund its forecast of gas prices through 2013.

Within that confidence interval, natural gas prices could be as high as $7.76 per MMBTU

on December 31, 2013, or as low as $2.11, with the expected price being $3.63, This

means that in mid-2012, EIA recognized that by December 2013, there was an equal

probability of natural gas prices being 214% higher than the forecasted price as there was

of them being 42% lower. (Tr, at 898-99.)

As Mr. Marsh testified, "[i]f there is anything that I have learned in my more than

30 years of experience in this industry, it is that curt'ent gas price forecasts—whatever

they are—will change. The projections on which Dr. Cooper relies were different four

years ago, and in all likelihood will be different four years from now." (Tr. at 86.)

Dr. Lynch further identified a number of "forces at work in the economy that

could cause today's forecasts of future gas prices to prove inaccurate." (Tr. at 901.)

Those factors include the increasing substitution of natural gas for coal as an electric

generation fuel, increased exports of liquefied natural gas in response to a wide disparity

between domestic U.S. natural gas prices and international energy prices, and the

expansion in the United States of industries that use a high volume of natural gas for fuel

and feedstock. (Tr. at 900.)

Natural gas prices are low today because of a new technology known as

hydrological fiacturing, or fracking. (Tr. at 899.) Over the past two years, fracking has
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openedup an abundanceof new gassupplythat hasdriven domesticnaturalgasprices

downto levelsthatarenowmuchlowerthancomparablepricesinternationally.

Fracking,however,is under increasingenvironmentalattack by certainspecial

interestgroups,including theSierraClub, thatwish to limit its use. (3"1'.at 78, 901-02.)

in addition,recentEnvironmentalProtectionAdministration("EPA") regulationsrelated

to CO2emissionshavemadeit economicallyimpossibleto build coalplantsto meetthe

demandfor electricity. (Tr. at 901.) Dr. Lynchtestifiedthatapartfrom nuclear"thereis

now only onetype of dispatchablebaseload/intermediateload generationresourcethat

canbebuilt in mostof theUnitedStates.Thatis combined-cyclegasgeneration."(Tr.at

902.) This developmentwill "createtheneedfor newpipelinecapacityto delivergasin

the requiredvolumes,which involvesconstructionandpermittingcostsandrisks,which

can leadto highercosts. Of course,if youburn gas,youemit carbon,soanotherrisk of

gasgenerationis therisk thatCO2costswill beimposeddirectlyongasasafuel." (Tr. at

9Ol.)

Based on the foregoing, Dr. Lynch testified that "there is a great deal of

uncertainty in natural gas prices and in their projection. Prudent resource planning

decisions cannot be made based on a single scenario of natural gas price projections."

(Tr. at 902.) Dr. Lynch concluded:

I have much more confidence in the $318 million adjustment [that

Dr. Lynch calculated] than the $115 million [in savings that Dr. Cooper

calculated]. More than two-thirds of the cost left to be spent under the

EPC contract are fixed or subject to fixed escalation rates. Of course, the

25% of the cost of the Units that has already been spent is fully known and

measurable. On the other hand, I have already discussed the volatility and

uncertainty of prices in the natural gas market. The $115 million

adjustment to the natural gas generation strategy is based on an
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opened up an abundance of new gas supply that has driven domestic natural gas prices

down to levels that are now much lower than comparable prices internationally.

Fracking, however, is under increasing environmental attack by certain special

interest groups, including the Sierra Club, that wish to limit its use. (Tr. at 78, 901-02.)

In addition, recent Environmental Protection Administration ("EPA") regulations related

to COz emissions have made it economically impossible to build coal plants to meet the

demand for electricity. (Tr. at 901.) Dr. Lynch testified that apait from nuclear "there is

now only one type of dispatchable base load/intermediate load generation resource that

can be built in most of the United States. That is combined-cycle gas generation." (Tr. at

902.) This development will "create the need for nev, pipeline capacity to deliver gas in

the required volumes, which involves construction and permitting costs and risks, which

can lead to higher costs. Of course, if you burn gas, you emit carbon, so another risk of

gas generation is the risk that COz costs vvill be imposed directly on gas as a fuel." (Tr. at

901.)

Based on the foregoing, Dr. Lynch testified that "there is a great deal of

uncertainty in natural gas prices and in their projection, Prudent resource planning

decisions cannot be made based on a single scenario of natural gas price projections."

(Tr. at 902.) Dr. Lynch concluded:

I have much more confidence in the $318 million adjustment [that
Dr. Lynch calculated] than the $ 115 million [in savings that Dr. Cooper
calculated]. More than two-thirds of the cost left to be spent under the
EPC contract are fixed or subject to fixed escalation rates. Of course, the
25 lo of the cost of the Units that has already been spent is fully known and
measurable, On the other hand, I have already discussed the volatility and
uncertainty of prices in the natural gas market. The $ 115 million
adjustment to the natural gas generation strategy is based on an



DOCKETNO.2012-203-E- ORDERNO.2012-884
NOVEMBER 15,2012
PAGE26

assumptionof low gas prices over the next 40 years which is very
uncertain.All indicationsarethat theuncel_taintyof thegaspriceforecast
is muchgreaterthattheuncertaintysurroundingthecostof completingthe
constructioncostof theUnits.

(Tr. at 906.)

4. Mitigating Risk Through a Balanced Generation Portfolio

SCE&G's witnesses also criticized Dr. Cooper's approach for relying entirely on

a single factor/single scenario cost analysis:

Experienced planners formulate generation plans by evaluating

multiple sets of price and regulatory assumptions that encompass a broad

range of possible conditions that the system may encounter over the 40-

year planning horizon. No one scenario dictates the selection decision, as

Dr. Cooper's testimony would suggest. Instead, the modeling results for

many different scenarios inform the evaluation. The goal is to determine

what generation choices lead to the most flexible, resilient and robust mix

of generation resources. The mix we seek is the one that can perform best

under the widest range of possible market, operating and regulatory

conditions, and that preserves for SCE&G and its customers the best

options for dealing with future uncertainty.

(Tr. at 82.) The reason for this approach is that "fossil fuel markets, and now

environmental policies as to fossil fuel, are inherently volatile and cannot be predicted

with certainty. Market conditions and regulatory requirements will change in ways that

cannot be predicted over the 40-year plus period that fossil plants will be in service." (Tr.

at 80.) Given that volatility:

[i]t is a fundamental mistake to believe that sound base load planning

decisions can be made simply by modeling outcomes based upon CUla'ent

projections of future fossil fuel costs or regulatory conditions. Such one-

dimensional analysis does not take into consideration the dynamic energy

markets in which we operate or our inability to know with certainty what

market, regulatory and operating conditions will be decades in the future.
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assumption of low gas prices over the next 40 years which is very
uncertain. All indications are that the uncertainty of the gas price forecast
is much greater that the uncertainty surrounding the cost of completing the
construction cost of the Units.

(Tr. at 906.)

4. Mitigating Risk Through a Balanced Generation Portfolio

SCE&G's witnesses also criticized Dr. Cooper's approach for relying entirely on

a single factor/single scenario cost analysis:

Experienced planners fotmulate generation plans by evaluating
multiple sets of price and regulatory assumptions that encompass a broad
range of possible conditions that the system may encounter over the 40-
year planning horizon. No one scenario dictates the selection decision, as
Dr. Cooper's testimony would suggest. Instead, the modeling results for
many different scenarios inform the evaluation, The goal is to determine
what generation choices lead to the most flexible, resilient and robust mix
of generation resources. The mix we seek is the one that can perform best
under the widest range of possible market, operating and regulatory
conditions, and that preserves for SCEtkG and its customers the best
options for dealing with future uncertainty.

(Tr. at 82.) The reason for this approach is that "fossil fuel markets, and now

environmental policies as to fossil fuel, are Inherently volatile and cannot be predicted

with certainty. Market conditions and regulatory requirements will change in ways that

cannot be predicted over the 40-year plus period that fossil plants will be in service." (Tr.

at 80.) Given that volatility:

[i]t is a fundamental mistake to believe that sound base load planning
decisions can be made simply by modeling outcomes based upon cunent
projections of future fossil fuel costs or regulatory conditions. Such one-
dimensional analysis does not take into consideration the dynamic energy
markets in which we operate or our inability to know with certainty what
market, regulatory and operating conditions will be decades in the future.
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In this context,one-dimensionalanalysesaredangerousand exposeour
customersto risk.

(Tr. at 80.) Nil'. Mm'sh testified that analytical modeling is "not the end of the resource

selection process, but the beginning." (Tr. at 84.) The question to be answered is:

"Which type of generation would contribute to a generation po_tfolio that could best

respond to the widest range of potential conditions in fuel markets, operating conditions

and environmental costs over the coming decades and give SCE&G the most options to

respond to unanticipated conditions in the future?" (Tr. at 84-85.) That decision is not

determined by any "single analysis or set of assumptions as to future natural gas costs,

operating conditions or environmental costs .... " Tr. at 85.) Instead, it is "info_aned by

information about how the different configurations of the system would perform across

multiple sets of assumptions, combined with the business judgment and the collective

wisdom of an experienced team of planners, engineers and executives." (Tr. at 85.)

Referring to the initial decision to construct the Units, Mr. Marsh stated:

We concluded then, and still believe today, that adding nuclear generation

creates a system that can perform best in the widest range of conditions

over the coming decades. As I mentioned in my direct testimony in this

docket, by adding nuclear generation, our generation mix in 2019 will be

27% coal, 28% natural gas, 31% nuclem' and 14% hydro/biomass. This

will give us the flexibility to switch between coal and gas generation as

conditions warrant. It will mean that in 2019, we will have reduced our

carbon emissions by 54% compared to their levels in 2005, giving us a

secure position if carbon taxes, cap and trade systems, or other regulatory

mechanisms impose costs on carbon emissions. Our balanced generation

portfolio will also mean that as we go forward from 2019, we would have

the option to add additional natural gas-fired generation to our system

without fear of becoming overly reliant on natural gas as a fuel. We can

also add resources like solar, wind or DSM where feasible knowing that

standing behind them is a secure foundation of reliable generation.
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In this context, one-dimensional analyses are dangerous and expose our
customers to risk.

(Tr. at 80.) Mr. Marsh testified that analytical modeling is "not the end of the resource

selection process, but the beginning." (Tr. at 84.) The question to be answered is:

"Which type of generation would contribute to a generation portfolio that could best

respond to the widest range of potential conditions in fuel markets, operating conditions

and environmental costs over the coming decades and give SCE&G the most options to

respond to unanticipated conditions in the future7" (Tr, at 84-85.) That decision is not

determined by any "single analysis or set of assumptions as to future natural gas costs,

operating conditions or environmental costs...." Tr. at 85.) Instead, it is "infoimed by

information about how the different conflgurations of the system would perform across

multiple sets of assumptions, combined with the business judgment and the collective

wisdom of an experienced team of planners, engineers and executives." (Tr. at 85.)

Referring to the initial decision to construct the Units, Mr. Marsh stated;

We concluded then, and still believe today, that adding nuclear generation
creates a system that can perform best in the widest range of conditions
over the coming decades, As I menfloned in my direct testimony in this
docket, by adding nuclear generation, our generation mix in 2019 will be
27% coal, 28% natural gas, 31% nuclear and 14% hydro/biomass. This
will give us the flexibility to switch between coal and gas generation as
conditions warrant. It wifl mean that in 2019, we will have reduced our
carbon emissions by 54% compared to their levels in 2005, giving us a
secure position if carbon taxes, cap and trade systems, or other regulatory
mechanisms impose costs on carbon emissions. Our balanced generation
poitfolio will also mean that as we go forward from 2019, we would have
the option to add additional natural gas-fired generation to our system
without fear of becoming overly reliant on natural gas as a fuel. We can
also add resources like solar, wind or DSM where feasible knowing that
standing behind them is a secure foundation of reliable generation,
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(Tr. at 85-86.) By contrast, "[i]f the Commission were to accept Dr. Cooper's

recommendation, then in 2019, SCE&G's customers would be relying on a generating

system that generates 47% of its electricity from natural gas, which the SiesTa Club

opposes, and 76% from fossil fuels, which they also oppose. ''s (Tr. at 78.)

Mr. Marsh further testified, "More than 660,000 customers depend on SCE&G for

reliable, efficient electric selwice .... Making base load selection decisions on one-

dimensional analyses like Dr. Cooper's is not how SCE&G can best fulfill its future

service obligations to its customers." (Tr. at 80-81 .)

5. Dr. Lynch's Comparative Economic Study

In his sun'ebuttal testimony, Dr. Cooper insisted that "the Commission needs a

new economic analysis of the going forward costs to ascertain whether continuing the

project is prudent." (Tr. at 979.) In response, on September 27, 2012, SCE&G provided

to the parties Dr. Lynch's "Comparative Economic Analysis of Completing Nuclear

Construction or Pursuing a Natural Gas Resource Strategy" (the "2012 Study"). It was

entered into evidence, without objection, as a supplemental exhibit to the rebuttal

testimony of Dr. Lynch (Hr'g Ex. 9 (JML-4)). After the 2012 Study was filed, the Sierra

Club, on September 28, 2012, served SCE&G with discovery demands related to it.

8 Mr. Marsh also testified that Dr. Cooper's testimony contradicts the position that the Sierra Club

takes outside of this proceeding, i.e., citing the following statement from the Sierra Club:
"Fossil fi_els have no part 01 America's energy fitture--coal, oil and natural gas are literally

poison#Tg us. The emergence of natural gas as a significant part of our energy mix is
particularly fi'ighten#lg because it dangerously postpones investment in clean energy at a time
when we should be doubling down on wind, solar and energy efficiency".

Beyond Natural Gas, SIERRACLUB, http://content.sierraclub.org/naturalgas (last visited August 23, 2012).
Tr. at 77.
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(Tr. at 85-86.) By contrast, "ti]f the Commission were to accept Dr. Cooper's

recommendation, then in 2019, SCE&G's customers would be relying on a generating

system that generates 47'rc of its electricity from natural gas, which the Sierra Club

opposes, and 76 ye fiom fossil fuels, which they also oppose," (Tr. at 78.)

Mr. Marsh fuither testified, "More than 660,000 customers depend on SCE&G for

reliable, efficient electric service,... Making base load selection decisions on one-

dimensional analyses like Dr. Cooper's is not how SCE&G can best fulfill its future

service obligations to its customers." (Tr. at 80-81.)

5. Dr. Lynch's Comparative Economic Study

In his sun'ebuttal testimony, Dr. Cooper insisted that "the Commission needs a

new economic analysis of the going forward costs to ascertain whether continuing the

project is prudent." (Tr. at 979.) In response, on September 27, 2012, SCE&G provided

to the parties Dr. Lynch's "Comparative Economic Analysis of Completing Nuclear

Constmction or Pursuing a Natural Gas Resource Strategy" (the "2012 Study"). It was

entered into evidence, without objection, as a supplemental exhibit to the rebuttal

testimony of Dr. Lynch (Hr'g Ex. 9 (JML-4)). After the 2012 Study was filed, the Sierra

Club, on September 28, 2012, served SCE&G with discovery demands related to it.

8
Mr. Marsh also testified that Dr. Cooper's testimony contradicts the position that the Sierra Club

takes outside of this proceeding, i.e,, citing the following statement fiom the Sierra Club:
"Fosst! fiiels have no part in vtmerica *s energy para'e— coal, oil and natural gas are literally

poisoning us. The einergence of natural gas as a significant part of our energy niis is
particularly fi'ightenlng because it dongerously postpones investment in clean enei'gy at a time
when we should be doiibling doivn on wind, solar and energy eQicienc&i",

Beyond Natural Gas, SIERRA CLUB, http;ilcontent.sierraclub.org/naturalgas (last visited August 23, 2012),
Tr. at 77.
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SCE&G responded to those discovery demands on September 30, 2012, in advance of the

hearing.

The 2012 Study presented multi-factor scenario analyses that used the same

models and approach that were used in performing the 2008 Studies. In the 2012 Study,

relevant inputs were updated to reflect the current cost of completing the Units, the

cun'ent capital cost of combined cycle generation, and current natural gas price forecasts

based on data provided by the economic forecasting firm which SCE&G retained for that

purpose (these forecasts of natural gas prices were somewhat lower than Dr. Cooper's

EIA forecasts of natural gas prices). The 20t2 Study was also based on cun'ent nuclear

fuel cost forecasts, the Company's current cost of capital and capital structure, new

substantial completion dates for the Units, the current value of production tax credits

related to the Units, and current forecasts of future electric loads as used in preparing

SCE&G's Integrated Resource Plan as submitted to the Commission each year. In

preparing the 2012 Study, SCE&G also calculated the estimated cost of terminating the

EPC Contract and subcontracts under it, and decommissioning the site. As an offset to

those costs, SCE&G estimated the value it would expect to receive from selling to third

parties the equipment, material and work in progress on hand. The cost to SCE&G of

cancellation, net of sales and salvage, was $543 million. 9 (Hr'g Ex. 9.)

The 2012 Study compared the economics of completing the Units as planned in

2017 and 2018 versus abandoning construction and instead constructing two 614 MW

combined-cycle gas units, providing the net generating capacity identical to the nuclear

9 The total amount was $988 million, SCE&G would seek to recover 45% of that amount from
Santee Cooper under their agreements concerning joint ownership of the project.
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SCE&G responded to those discovery demands on September 30, 2012, in advance of the

hearing.

The 2012 Study presented multi-factor scenario analyses that used the same

models and approach that were used in performing the 2008 Studies. In the 2012 Study,

relevant inputs were updated to reflect the current cost of completing the Units, the

current capital cost of combined cycle generation, and current natural gas price forecasts

based on data provided by the economic forecasting firm which SCE&G retained for that

purpose (these forecasts of natural gas prices were somewhat lower than Dr, Cooper's

EIA forecasts of natural gas prices}. The 2012 Study was also based on current nuclear

fuel cost forecasts, the Company's current cost of capital and capital structure, new

substantial completion dates for the Units, the current value of production tax credits

related to the Units, and current forecasts of future electric loads as used in preparing

SCE&G's Integrated Resource Plan as submitted to the Commission each year. In

preparing the 2012 Study, SCE&G also calculated the estimated cost of terminating the

EPC Contract and subcontracts under it, and decommissioning the site. As an offset to

those costs, SCE&G estimated the value it would expect to receive fiom selling to third

paities the equipment, material and work in progress on hand. The cost to SCE&G of

cancellation, net of sales and salvage, was 8543 million. (Hr'g Ex. 9.)

The 2012 Study compared the economics of completing the Units as planned in

2017 and 2018 versus abandoning construction and instead constructing two 614 MW

combined-cycle gas units, providing the net generating capacity identical to the nuclear

The total mnount was $9gg million. SCEAG would seek to recover 45% of that amount from
Santee Cooper under their agreements concerning joint ownership of the project.
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Units. To ensurecomparability in the analysis, the 2012 Study assumedthat the

combined-cyclegasunits would comeon-line on the samedatesas the nuclearUnits

beingreplaced.(Id. at 1.)

As Dr. Lynch explains,the2012 Studyassumedthat normalpaymentsunderthe

EPCContractwouldceaseon January1,2013. Theamountspentatthat timewould be

approximately$2billion. Underthenaturalgasresourcestrategy,the$2billion spenton

the abandonednuclearconstructionandthe $543million in net abandonmentcostsare

recoveredover40yearsunderthetermsof S.C.CodeAnn. §58-33-280(K)(Supp.2011).

(Id. at 2.) Thenuclearresourcestrategyreflectsthefull costof theUnits of $5.8billion

beingrecoveredoverthe life of theplants.

The2012Studycomparestherevenuerequirementsof thenuclearandnaturalgas

resourcestrategiesunder27 differentscenariosapplyingthreedifferent setsof variables.

One set of variableswas basedupon threenatural gasprice forecasts:the SCE&G

forecast;theSCE&Gforecastplus 50%;andtheSCE&Gforecastplus 100%. Thestudy

consideredthreescenariosconcerningcostsrelatedto carbonemissionseffectivein 2017:

nocostperton of CO2;$15per tonof CQ; and$30per ton of CO2. Scenarioswererun

to testthe sensitivityof the analysisto variationsin futureelectricdemands.Thestudy

consideredhigh load, baseload andlow loadforecasts.Thehigh electricloadforecast

was5%abovethe baseelectricloadforecast,andthelow electricloadforecastwas5%

below. (Id. at 5-8.)

The 2012 Study demonstratedthat in eachof the 27 scenarios,completingthe

Units representedthe lower cost alternativethan switching to a natural gas resource
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Units, To ensure comparability in the analysis, the 2012 Study assumed that the

combined-cycle gas units would come on-line on the same dates as the nuclear Units

being replaced. (IrI. at 1.)

As Dr. Lynch explains, the 2012 Study assumed that normal payments under the

EPC Contract would cease on January 1, 2013, The amount spent at that time would be

approximately $2 billion. Under the natural gas resource strategy, the $2 billion spent on

the abandoned nuclear construction and the $543 million in net abandonment costs are

recovered over 40 years under the terms of S.C. Code Ann. tJ 58-33-280(K) (Supp. 2011).

(IrI. at 2.) The nuclear resource strategy reflects the full cost of the Units of $5.8 billion

being recovered over the life of the plants.

The 2012 Study compares the revenue requirements of the nuclear and natural gas

resource strategies under 27 different scenarios applying three different sets of variables.

One set of variables was based upon three natural gas price forecasts: the SCE&G

forecast; the SCEkG forecast plus 50%, and the SCEkG forecast plus 100%. The study

considered three scenarios concerning costs related to carbon emissions effective in 2017:

no cost per ton of COz, $ 15 per ton of COa, and $30 per ton of COa. Scenarios were mn

to test the sensitivity of the analysis to variations in future electric demands. The study

considered high load, base load and low load forecasts. The high electric load forecast

was 5% above the base electric load forecast, and the low electric load forecast was 5%

below. (IrI, at 5-8.)

The 2012 Study demonstrated that in each of the 27 scenarios, completing the

Units represented the lower cost alternative than svvitching to a natural gas resource
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strategy. In the baseelectric load scenario,j° the savingsvaried from $26million per

year,applyingbasegaspricesandnocostfor CO2emissions,to $407million peryearin

thehighgasscenarioanda$30perton CO2price. (Id at 9.)

Chart C

Benefit of Nuclear Strategy over the Gas Strategy
Base Electric Load Scenario

Levelized Present Worth of Change in Revenue Requirements

Over 40 Years ($MM)

Base Gas 50% Higher Gas 100% Higher Gas

$0 CO2 Price $26 $144 $262

$15 CO2 Price $102 $215 $335

$30 CO2 Price $175 $290 $407

The 20t2 Study found that the most reasonable scenario for planning purposes

was the scenario applying base electric load, 50% higher gas prices and a $30 per ton

CO2 price. Dr. Lynch found this scenario to be the most reasonable for two reasons.

First, the moderately higher gas price reflected the fact that the SCE&G forecast was very

low when compared to the EIA forecast, and the greater probability is that future gas

prices will be higher than forecasted, not lower. The choice of the $30 per ton CO2 price

reflected that this price is lower than the price used by the Federal Government in

assessing the social cost of CO2 emissions when evaluating the net impact of new

regulatory action. (Tr. at 4-5.) In addition, costs substantially below that level would be

insufficient to drive behavior in a way that would effectively limit emissions. In the base

electric load, 50% higher gas prices and $30 per ton CO2 price scenm'io, the savings from

l0As Dr. Lynch testified, the 2012 Study results demonstrated that the analysis was not materially
sensitive to what electric load forecast assumptions were made. The variation between the electric load
scenarios was minimal.
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strategy. In the base electric load scenario,'he savings varied from $26 million per

year, applying base gas prices and no cost for CO2 emissions, to $407 million per year in

the high gas scenario and a $30 per ton CO2 price. {Id at 9.)

Chart C

Benefit of Nuclear Strategy over the Gas Strategy
Base Electric I,oad Scenario

Levelized Present Worth of Change in Revenue Requirements

$0 CO2 Price
$ 15 CO2 Price
$30 CO2 Price

Base Gas
$26
$ 102
$ 175

~sou ni h o
$ 144
$215
$290

,1100%Hilh 'G
$262
$335
$407

The 2012 Study found that the most reasonable scenario for planning purposes

was the scenario applying base electric load, 50eye higher gas prices and a $30 per ton

CO2 price. Dr. Lynch found this scenario to be the most reasonable for two reasons.

First, the moderately higher gas price reflected the fact that the SCE&G forecast was very

low when compared to the EIA forecast, and the greater probability is that future gas

prices will be higher than forecasted, not lower. The choice of the $30 per ton COz price

reflected that this price is lower than the price used by the Federal Government in

assessing the social cost of COz emissions xvhen evaluating the net impact of new

regulatory action. (Tr. at 4-5,) In addition, costs substantially below that level would be

insufficient to drive behavior in a way that would effectively limit emissions. In the base

electric load, 50% higher gas prices and $30 per ton CO2 price scenario, the savings from

" As Dr. Lynch testified, the 2012 Study results demonstrated that the analysis was not materially
sensitive to what electric load forecast assumptions were made. The variation between the electric load
scenarios was minimal.
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completingtheUnits andnot switchingto a gasnaturalresourcestrategyis $290million

peryear.

6. Evaluation and Conclusions

The Commission finds that the evidence presented by SCE&G amply establishes

the prudency of continued investment in the project. The Commission finds that Dr.

Lynch's initial factor analysis and the subsequent 2012 Study are both credible and

reliable evidence sufficient to support prudency of the project in all respects and meet all

relevant and material points raised in Dr. Cooper's testimony.

The Commission further finds, as Dr. Lynch testified (Tr. at 930-33), that any

reasonably foreseeable changes in the capital cost of the Units would not change the

outcome of his analysis 11 or the conclusion that the nuclear resource strategy remains the

most beneficial and prudent strategy for the Company under current gas price forecasts

and other conditions. The Commission finds, as Mr. Marsh testified (Tr. at 82-83), that

decisions concerning the construction of new base load generation plants should be made

with the goal of creating a diverse and balanced generation portfolio that can perfolTn

well under multiple conditions concerning fuel costs and environmental regulations. For

that reason, in establishing prudency and making siting decisions for base load units,

undue weight should not be placed on any single scenario or analysis related to fuel

prices or environmental costs.

11In rough terms, ifa decrease in the capital cost of the Units of $551 million results in an $88
million change in the levelized annual savings, then all other things being equal, it would take an increase
in the Units' capital cost of over $1.8 billion to offset the $290 million in benefits Dr. Lynch calculated.
(Tr. at 904).
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completing the Units and not switching to a gas natural resource strategy is $290 million

per year.

6. Evaluation aud Conclusions

The Commission finds that the evidence presented by SCE&G amply establishes

the prudency of continued investment in the project. The Commission finds that Dr.

Lynch's initial factor analysis and the subsequent 2012 Study are both credible and

reliable evidence sufficient to suppott prudency of the project in all respects and meet all

relevant and material points raised in Dr. Cooper's testimony,

The Commission further finds, as Dr. Lynch testified (Tr. at 930-33), that any

reasonably foreseeable changes in the capital cost of the Units would not change the

outcome of his analysis" or the conclusion that the nuclear resource strategy remains the

most beneficial and prudent strategy for the Company under current gas price forecasts

and other conditions. The Commission finds, as Mr, Marsh testified (Tr. at 82-83), that

decisions concerning the construction of new base load generation plants should be made

with the goal of creating a diverse and balanced generation portfolio that can perfoim

well under multiple conditions concerning fuel costs and environmental regulations. For

that reason, in establishing prudency and making siting decisions for base load units,

undue weight should not be placed on any single scenario or analysis related to fuel

prices or environmental costs.

" ln rough ternis, if a decrease in the capital cost of the Units of $ 551 million results in an $ 88

million change in the levelized annual savings, then ag other things being equal, it tvould take an increase
in the Units'apital cost of over $ 1.8 billion to offset the $290 million in benefits Dr. Lynch calculated.
(Tr. at 904).
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in addition,the Commissionfinds that prudencyin baseloadselectiondecisions

shouldbe assessedrecognizingthat the benefitsof fuel diversity andthe flexibility to

respondto futureenvironmentalregulationsare importantfactorsto beconsidered.The

evidencepresentedin this docketdemonstratesthat additionalnucleargenerationwill

bring considerablebenefitsof this typeto SCE&G's generationportfolio andthat those

benefits exist across a diverse range of possible scenarios for fuel costs and

environmentalregulations. Furthermore,the record hereamply demonstratesthat the

potentialrisksof relyingonnaturalgaspriceforecastsremainingaslow astheyaretoday

aresignificant. For all thesereasons,the Commissionfinds thatthe Companyhasmade

an affirmativeand sufficient demonstrationof the prudencyof its nuclearconstruction

program. (See,e.g., Tr. at 899.) In any event, as noted above, while this finding is

justified by the evidence, this Commission also finds that the BLRA does not require that

this issue be relitigated once the initial finding has been made.

B. Update to BLRA Approved Cost Schedules

In its Petition, SCE&G asked for updates to its cost schedules in four major

categories, each of which is discussed below:

1. Change Order No. 16

The Company is seeking Commission approval of the costs associated with

Change Order No. 16, which represents $137.5 million, or slightly less than half of the

total change in costs requested in this proceeding. (Tr. at 187, 195.)
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In addition, the Commission finds that prudency in base load selection decisions

should be assessed recognizing that the benefits of fuel diversity and the flexibility to

respond to future environmental regulations are important factors to be considered. The

evidence presented in this docket demonstrates that additional nuclear generation will

bring considerable benefits of this type to SCEkG's generation portfolio and that those

benefits exist across a diverse range of possible scenarios for fuel costs and

environmental regulations. Furthermore, the record here amply demonstrates that the

potential risks of relying on natural gas price forecasts remaining as low as they are today

are significant. For all these reasons, the Commission finds that the Company has made

an affirmative and sufficient demonstration of the pmdency of its nuclear construction

program. (See, e.g., Tr. at 899.) In any event, as noted above, while this finding is

justified by the evidence, this Commission also finds that the BLRA does not require that

this issue be relitigated once the initial finding has been made,

B. Update to BLRA Approved Cost Schedules

In its Petition, SCEtkG asked for updates to its cost schedules in four major

categories, each of which is discussed below:

1. Change Order No. 16

The Company is seeking Commission approval of the costs associated with

Change Order No. 16, which represents $ 137,5 million, or slightly less than half of the

total change in costs requested in this proceeding. (Tr. at 187, 195,)
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(a) Shield Building Redesign

The shield building design for the Westinghouse AP1000 Unit was originally

approved in a Safety Evaluation Report by the NRC in 2004. It incorporated steel

reinforced concrete walls and a steel reinforced concrete roof. (Tr. 1056-59.) At the time

that the EPC Contract was executed the NRC had issued a draft rule for comment that

would require shield buildings to be designed with greater resistance to aircraft impacts

than had been required when the AP1000 reactor received its design certification in 2004.

However, at the time the EPC Contract was executed, the draft rule and its requirements

had not been finalized or issued. (Tr. at 192.)

To comply with the requirements of the rule as proposed, Westinghouse began

work to redesign the AP1000 shield building. Westinghouse originally planned to

increase the strength of the design by increasing the thickness of the shield building's

reinforced steel concrete walls and roof. However, the initial work showed that meeting

the requirements of the rule would require increasing the thickness of the shield building

walls to an extent that would decrease the interior volume of the building to an

impractical degree. Westinghouse's solution was to select a design that included a

continuous shell of welded steel plates on the inside and outside of the shield building.

This is referred to as a "steel composite design." Concrete would then be poured between

the walls of the steel plates. The inner and outer steel shells provide strength and

durability to the concrete and shear strength via metal studs, called Nelson Studs, that are

anchored to the inner and outer steel shells and protrude into the space where the concrete

is poured. (Tr. at 192-93.)
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(a) Shield Building Redesign

The shield building design for the Westinghouse AP1000 Unit was originally

approved in a Safety Evaluation Report by the NRC in 2004. It incorporated steel

reinforced concrete walls and a steel reinforced concrete roof. (Tr. 1056-59.) At the time

that the EPC Contract was executed the NRC had issued a draft tule for comment that

would require shield buildings to be designed with greater resistance to aircraft impacts

than had been required when the AP1000 reactor received its design certification in 2004.

However, at the time the EPC Contract was executed, the draft rule and its requirements

had not been finalized or issued, (Tr. at 192,)

To comply with the requirements of the rule as proposed, Westinghouse began

work to redesign the AP1000 shield building. Westinghouse originally planned to

increase the strength of the design by increasing the thickness of the shield building's

reinforced steel concrete walls and roof. However, the initial work showed that meeting

the requirements of the rule would require increasing the thickness of the shield building

walls to an extent that would decrease the interior volume of the building to an

impractical degree. Westinghouse's solution was to select a design that included a

continuous shell of welded steel plates on the inside and outside of the shield building.

This is referred to as a "steel composite design." Concrete would then be poured between

the walls of the steel plates. The inner and outer steel shells provide strength and

durability to the concrete and shear strength via metal studs, called Nelson Studs, that are

anchored to the inner and outer steel shells and protrude into the space where the concrete

is poured. (Tr. at 192-93.)
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In addition, the new design required revisions to the structural connection

betweenthe floor supportfor thebuilding(the"basemat") andtheshieldbuildingwalls,

aswell asbetweenthe shieldbuildingandtheauxiliary building. Designchangeswere

also neededfor the air inlets and the tensionring which are locatedat the transition

betweentheshieldbuildingwall andtheroof. (Tr. at 193.)

Steelcompositedesignof this sorthadbeenusedin othercountries,but hadnot

beenusedfor similar applicationsin the United States. For that reason,designcodes

certifyingthestrengthandperformanceof this typeof constructionhadnotbeenissuedin

this count17.As aresult,theNRC requiredWestinghouseto conductextensivetestingto

verify theperformanceof this design. TheNRC requiredrepeatediterationsof testing

beforecertifying the design. Difficulty with the testingandcertificationof this design

was an importantfactor in Westinghouse'sinability to obtain approvalof the revised

designwithin theanticipatedschedule.(Tr.at 196.)

In 2011, Westinghouse/Shawasserteda claim under the EPC Contractfor the

additionalcostsassociatedwith the designing,testingandconstructionof thenew shield

building design. Westinghouse/Shawdid sobasedon a provision of the EPCContract

that provides for changeorders where cost increasesme due to "uncontrollable

circumstances." Under the EPC Contract,"uncontrollablecircumstances"can mean,

amongotherthings,anorder or otheractionby a governmentalauthoritythatis not the

resultof thenegligentor willful actsof thepartyclaiminguncontrollablecircumstances.

Westinghouse/Shawclaimedthat the aircraft impact rule, and its interpretationby the
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In addition, the new design required revisions to the structural connection

between the floor support for the building (the "base mat") and the shield building walls,

as well as between the shield building and the auxiliary building. Design changes were

also needed for the air inlets and the tension ring which are located at the transition

between the shield building wall and the roof. (Tr. at 193.)

Steel composite design of this sort had been used in other countries, but had not

been used for similar applications in the United States. For that reason, design codes

certifying the strength and performance of this type of construction had not been issued in

this country. As a result, the NRC required Westinghouse to conduct extensive testing to

verify the performance of this design. The NRC required repeated iterations of testing

before certifying the design. Difficulty with the testing and certification of this design

was an important factor in Westinghouse's inability to obtain approval of the revised

design within the anticipated schedule. (Tr, at 196.)

In 2011, Westinghouse/Shaw asserted a claim under the EPC Contract for the

additional costs associated with the designing, testing and construction of the new shield

building design. Westinghouse/Shaw did so based on a provision of the EPC Contract

that provides for change orders where cost increases are due to "uncontrollable

circumstances." Under the EPC Contract, "uncontrollable circumstances" can mean,

among other things, an order or other action by a governmental authority that is not the

result of the negligent or willful acts of the party claiming uncontrollable circumstances,

Westinghouse/Shaw claimed that the aircrafl impact rule, and its interpretation by the
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NRC, was a governmental order or action that fell within the definition of uncontrollable

circumstances. SCE&G challenged this claim. (Tr. at 194.)

(b) COL Delay

When the EPC Contract was executed, SCE&G and Westinghouse/Shaw

anticipated that the NRC would issue the COL for the Units in mid-2011, slightly more

than tlu'ee years after the initial COL application was filed. As Mr. Byme testified, that

expectation was based on information provided to SCE&G and the public by the NRC) 2

This information was accepted by the parties to the EPC Contact as a reasonable basis

for establishing the construction and equipment delivery schedules included in the EPC

Contract. At that time, the AP1000 design had been approved for several years. The

shield building redesign related to aircraft impact resistance had not begun. SCE&G had

conducted nuclear operations successfully on the Jenkinsville site for decades, and the

environmental, geological, and other conditions related to the site were well documented

and understood. (Tr. at 199.)

12 After the close of evidence at tile hearing in this matter, Intervenor Pamela Greenlaw, as apro
se litigant, sought to compel SCE&G to provide additional discovel2¢ responses related to the establishment
in the EPC Contract of the date of mid-2011 as the anticipated date for COL issuance. At the
Commission's request that she reduce her oral request to writing, Ms. Greenlaw did so, in the form of a
written Motion to Compel. In that document, she sought "certain information which should have been
revealed at the October 2-3, 2012 hearing." Specifically, Ms. Greenlaw sought "documentation of inter-
communications between SCE&G and the Nuclear Regulatory Commission concerning the NRC's
providing a July 2011 date as possible or probable for the awarding of the COL license." Ms. Greenlaw
went on to request that such documentation "include dates and the names and contact information of the
specific communicants." The fact that SCE&G and Westinghouse/Shaw anticipated the COL to be issued
in mid-2011 was clearly disclosed in testimony and exhibits in Docket No 2008-196-E as was the fact that
there were risks of delay in issuance. Questions concerning the reasonableness of those assumptions
should have been raised at that time. In addition, in this Docket, ORS witness Jones testified that he had
seen a document from NRC stating that date as the anticipated date for issuance of the COL. Tr.at 1132,.
Further discovery oll this point is not warranted; nor is the timing of the request consistent with the goals of
judicial economy. The Motion is denied.
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NRC, was a governmental order or action that fell within the definition of uncontrollable

circumstances. SCEiycG challenged this claim. (Tr. at 194,)

(b) COL Delay

When the EPC Contract was executed, SCEkG and Westinghouse/Shaw

anticipated that the NRC would issue the COL for the Units in mid-2011, slightly more

than three years after the initial COL application vvas filed. As Mr. Byrne testified, that

expectation was based on information provided to SCEil'cG and the public by theNRC.'his

information was accepted by the parties to the EPC Contract as a reasonable basis

for establishing the constmction and equipment delivery schedules included in the EPC

Contract. At that time, the AP1000 design had been approved for several years. The

shield building redesign related to aircraft impact resistance had not begun. SCEfi'cG had

conducted nuclear operations successfully on the Jenkinsville site for decades, and the

environmental, geological, and other conditions related to the site were well documented

and understood. (Tr. at 199.)

" After the close of evidence at the hearing in this matter, Intervenor Pamela Greenlaw, as a pro
se litigant, sought to compel SCE&G to provide additimial discovery responses related to the establishment
in the EPC Contract of the date of mid-2011 as the anticipated date for COL issuance. At the
Commission's request that she reduce her oral request to writing, Ms, Greenlaw did so, in the form of a

ivritten Motion to Compel. In that document, she sought "ceitain information which should have been
revealed at the October 2-3, 2012 heining." Specifically, Ms. Greenlaw sought "docunientation of inter-
communications betiveen SCE&G and the Nuclear Regulatoiy Commission concerning the NRC's
providing a July 2011 date as possible or probab!e for the awarding of the COL license." Ms. Greenlaw
went on to request that such documentation "include dates and the names and contact information of the
specific communicants." The fact that SCE&G and Westinghouselshaw anticipated the COL to be issued
in mid-2011 was clearly disclosed in testimony and exhibits in Docket No 2008-196-E as was the fact that
there were risks of delay in issuance. Questions concerning the reasonableness of those assumptions
should have been raised at that time. In addition, in this Docket, ORS witness Jones testified that he had
seen a document fiom NRC stating that date as the anticipated date for issuance of the COL. Tr.at 1132,.
Further discovery on this point is not warranted; nor is the timing of the request consistent with the goals of
judicial economy. The Motion is denied.
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The extensive testing and verification required by the NRC for approval of the

new shield building design resulted in the COL being delayed by approximately nine

months. (]'1". at 195.) Again, Westinghouse/Shaw asserted that the actions of the NRC in

changing the aircraft impact requirements and in requMng an extensive testing regime for

the new shield building design constituted an "uncontrollable circumstance" under the

EPC Contract, and was thus compensable. Westinghouse/Shaw sought a change order

for their additional costs in rescheduling the project. SCE&G challenged this claim. (Tr.

at t94.)

(e)

Westinghouse/Shaw

Structural Module Redesign

is using modular construction techniques, similar to

thoseused in the ship building industry, to increase efficiencies, reduce costs, and further

standardization in construction of the Units. Under this approach, components of certain

buildings, including walls, floors, electrical conduit, doorways and stairways are

fabricated as sub-modules at a dedicated facility offsite and are assembled as modules on

site at the Module Assembly Building. Once assembled, they m'e lifted and set in place in

the Units. Structural modules for this project are being fabricated at the Shaw Modular

Solutions ("SMS") facility located in Lake Charles, Louisiana.

Westinghouse's interactions with the NRC during the design approval of the

AP1000 units resulted in a determination to use higher strength steel in the structural

modules being fabricated by SMS and to make other design changes to improve

constructability of the modules. Westinghouse/Shaw asserted that this change in the steel
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The extensive testing and verification required by the NRC for approval of the

new shield building design resulted in the COL being delayed by approximately nine

months. (Tr. at 195.) Again, Westinghouse/Shaw asserted that the actions of the NRC in

changing the aircraft impact requirements and in requiring an extensive testing regime for

the new shield building design constituted an "uncontrollable circumstance" under the

EPC Contract, and was thus compensable. Westinghouse/Shaw sought a change order

for their additional costs in rescheduling the project. SCEkG challenged this claim. (Tr.

at 194.)

(c) Structural Module Redesign

Westinghouse/Shaw is using modular construction techniques, similar to

thoseused in the ship building industry, to increase efficiencies, reduce costs, and fuither

standardization in constmction of the Units. Under this approach, components of certain

buildings, including walls, floors, electrical conduit, doorways and stairways are

fabricated as sub-modules at a dedicated facility offsite and are assembled as modules on

site at the Module Assembly Building. Once assembled, they are lifted and set in place in

the Units. Structural modules for this project are being fabricated at the Shaw Modular

Solutions ("SMS") facility located in Lake Charles, Louisiana.

Westinghouse's interactions with the NRC during the design approval of the

AP1000 units resulted in a determination to use higher strength steel in the structural

modules being fabricated by SlvlS and to make other design changes to improve

constructability of the modules. Westinghouse/Shaw asserted that this change in the steel
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specifiedfor thesemoduleswas due to "changedconditions" in the form of a new

regulatorymandate.SCE&Gchallengedthis claim. (Tr. at 205.)

(d) Rock Conditions at Unit 2

Despite test borings in accordance with indust12¢ standards, excavation at the site

of Unit 2 revealed areas where the upper level of bedrock was deeper than anticipated.

This condition required additional excavation and filling with concrete to create a level

base mat for the Unit. Mr. Byrne testified that it is not unusual upon excavation at a site

to find that rock conditions are not uniform and require additional work resulting in an

increase in costs. In this case, Westinghouse/Shaw had a valid claim to recover

additional costs resulting from unanticipated rock conditions, which SCE&G did not

contest. Mr. Byrne testified that SCE&G's audit of the suppol_ing documentation for this

claim by New Nuclear Development ("NND") teams resulted in its reduction by several

hundred thousand dollars. He testified that the resulting settlement amount for

unanticipated rock conditions was fully justified and reasonable. (Tr. at 207.)

(e) SCE&G Negotiation and Review of the Westinghouse/Shaw
Claims

As to all the claims related to Change Order No. 16, members of the NND teams

reviewed detailed documentation supporting the costs underlying them and assessed the

level of those costs based on their construction and engineering experience. (Tr. at 195,

203, 206-07). In the end, as Mr. Byrne testified, no costs were approved that were not

documented and substantiated. As a result of the initial cost documentation review and

negotiations on the part of SCE&G, Westinghouse/Shaw revised their cost estimates

downward, and reduced their overall claim fi'om $213.6 million to $188 million. SCE&G
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specified for these modules was due to "changed conditions" in the form of a new

regulatory mandate. SCE/kG challenged this claim, (Tr. at 205.)

(d) Rock Conditions at Unit 2

Despite test borings in accordance with industry standards, excavation at the site

of Unit 2 revealed areas where the upper level of bedrock was deeper than anticipated.

This condition required additional excavation and filling with concrete to create a level

base mat for the Unit. Mr. Byrne testified that it is not unusual upon excavation at a site

to find that rock conditions are not uniform and require additional work resulting in an

increase in costs. In this case, Westinghouse/Shaw had a valid claim to recover

additional costs resulting from unanticipated rock conditions, which SCEkG did not

contest. Mr. Byrne testified that SCEkG's audit of the suppoiting documentation for this

claim by New Nuclear Development ("NND") teams resulted in its reduction by several

hundred thousand dollars. He testified that the resulting settlement amount for

unanticipated rock conditions was fully justified and reasonable. (Tr. at 207.)

(e) SCEAG Negotiation and Review of the Westinghouse/Shaw
Claims

As to all the claims related to Change Order No, 16, members of the NND teams

reviewed detailed documentation supporting the costs underlying them and assessed the

level of those costs based on their construction and engineering experience. (Tr. at 195,

203, 206-07). In the end, as Mr, Byrne testified, no costs were approved that were not

documented and substantiated. As a result of the initial cost documentation review and

negotiations on the part of SCEkG, Westinghouse/Shaw revised their cost estimates

downward, and reduced their overall claim from $213.6 million to $ 188 million, SCE&G
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also challengedWestinghouse/Shaw'sentitlementsto claims, and, as a result of

continuedreviewandnegotiation,ultimatelyconvincedWestinghouse/Shawto settlethe

full package of claims for $137.5 million. In addition, SCE&G directed

Westinghouse/Shawto take advantageof the oppol_unitycreatedby the delay in the

constructionschedulefor Unit 2 to optimizeconstructionschedulesbetweentheUnits.

Doing so createdefficiencieswhich allowedWestinghouse/Shawto reducetheir claim

for COL delaycostsby approximately$15.9million. (Tr. at 190.) ORSalsoreviewed

the requestrelatedto ChangeOrderNo. 16 in detail andconcludedthat the costswere

reasonableandprudent. (Tr. at 1059,1061,1062.)

(f) Findings of Fact Related to Change Order No. 16

The Commission finds that SCE&G has demonstrated that the adjustments to cost

schedules associated with Change Order No. 16 are not the result of imprudence by the

Company but represent the necessary cost of the project. Further, Change Order No. 16

reflects the cost of a reasonable and well-negotiated resolution to a complex and difficult

set of claims. The Commission finds, as Mr. Byrne testified, that the Company prudently

reviewed the claims being presented, and appropriately challenged them and the

assumptions underlying them as necessary. The Commission finds that the amount of the

settlement is reasonable and that the benefits of such a settlement to the project, as Mr.

Marsh and Mr. Byme testified, are considerable, particularly compared to the prospect of

the potential divisiveness, distraction and expense of litigating claims of such complexity.
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also challenged Westinghouse/Shaw's entitlements to claims, and, as a result of

continued review and negotiation, ultimately convinced Westinghouse/Shaw to settle the

full package of claims for $ 137.5 million, In addition, SCE&G directed

Westinghouse/Shaw to take advantage of the opportunity created by the delay in the

construction schedule for Unit 2 to optimize construction schedules between the Units.

Doing so created efficiencies which allowed Westinghouse/Shaw to reduce their claim

for COL delay costs by approximately $ 15.9 miflion. (Tr. at 190.) ORS also reviewed

the request related to Change Order No, 16 in detail and concluded that the costs were

reasonable and pmdent. (Tr. at 1059, 1061, 1062,)

(1) Findings of Fact Related to Change Order No. 16

The Commission finds that SCEkG has demonstrated that the adjustments to cost

schedules associated with Change Order No. 16 are not the result of imprudence by the

Company but represent the necessary cost of the project. Further, Change Order No. 16

reflects the cost of a reasonable and well-negotiated resolution to a complex and difficult

set of claims. The Commission finds, as Mr. Byrne testified, that the Company prudently

reviewed the claims being presented, and appropriately challenged them and the

assumptions underlying them as necessary. The Commission finds that the amount of the

settlement is reasonable and that the benefits of such a settlement to the project, as Mr.

Marsh and Mr. Byrne testified, are considerable, paiticularly compared to the prospect of

the potential divisiveness, distraction and expense of litigating claims of such complexity.
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(g) The Challenge to Macro-Corridor Approach for Siting
Transmission Lines

An Environmental Report ("ER") is the basis on which an Environmental Impact

Statement ("EIS") is issued for a project such as this under the National Environmental

Policy Act or NEPA. (Tr. at 198, 662-63.) For an electric generation project, the

Environmental Report must assess the environmental effects of any new transmission

lines that are necessary to suppol_ the project.

Under the approach used by SCE&G and other utilities, the determination of the

precise routing of new transmission lines is a careful process, involving substantial

outreach and data collection from landowners, local governments and local communities.

The process also involves public record surveys and field surveys, and reviews of

existing historical, cultural and environmental data fi'om other sources. Typically, a final

route is determined only after this work is done.

To accommodate this outreach, data collection and public input process, it is an

accepted practice in the industry to file Environmental Repol_s for new generating plants

showing the general route or "macro-con'idors" in which transmission lines will be sited.

The Environmental Report quantifies the environmental impacts expected from lines

sited in those corridors based on general data about environmental conditions and

ecosystems, flora and fauna, and other concerns within the corridors. The utility commits

that in constructing and siting the lines it will conform to all environmental regulations

and mitigation requirements, protecting these ecosystems, flora and fauna as required by
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(g) The Challenge to Macro-Corridor Approach for Siting
Transmission Lines

An Environmental Report ("ER") is the basis on which an Environmental Impact

Statement ("EIS") is issued for a project such as this under the National Environmental

Policy Act or NEPA. (Tr. at 198, 662-63,) For an electric generation project, the

Environmental Report must assess the environmental effects of any new transmission

lines that are necessary to support the project.

Under the approach used by SCAG and other utilities, the determination of the

precise routing of new transmission lines is a careful process, involving substantial

outreach and data collection from landowners, local governments and local communities.

The process also involves public record surveys and field surveys, and reviews of

existing historical, cultural and environmental data fiom other sources. Typically, a final

route is determined only after this work is done.

To accommodate this outreach, data collection and public input process, it is an

accepted practice in the industry to file Enviromnental Repoits for new generating plants

showing the general route or "macro-corridors" in which transmission lines will be sited.

The Environmental Report quantifies the environmental impacts expected from lines

sited in those corridors based on general data about environmental conditions and

ecosystems, flora and fauna, and other concerns within the corridors. The utility commits

that in constmcting and siting the lines it will conform to all environmental regulations

and mitigation requirements, protecting these ecosystems, flora and fauna as required by
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law. (Tr. at200). Thespecificrouteof the lineswithin thosecorridors,however,is only

determinedafterthepublic inputprocessis completedJ3

During the hearingin this docket,SCEUCchallengedseveralof the SCE&G

witnessesconcerningthe Company'suseof the macro-corridorapproachin filing its

initial COL applicationandassociatedEnvironmentalReporton theproject. Therecord

showsthat SCE&G has successfullyusedthe macro-corridorapproachin permitting

generationsitesin thepast. (Tr. at 201.) It did soin this casewith theadviceandsupport

of highly experiencedenvironmentalconsultants. In addition, SouthernCompany

successfullyemployedthe macro-corridorapproachin siting andpermitting its AP1000

unitsat Vogtle. (Tr. at 20t.) In SCE&G's case,themacro-corridorapproachgarnered

no objectionsduringthescopingprocessandinitial reviewof thefilings. However,more

thanoneyearinto the reviewprocess,theEPA, a commentingagency,assertedthat the

macro-corridorapproachwas unacceptable. This required SCE&G to fully site its

transmissionlinesbeforetheprocesscouldproceed.(Tr. at201-02.)

SCEUC suggestedthat the rejection of the macro-corridor approachmade

SCE&G partially to blamefor the NRC's delay in issuingthe COL, and thus caused

SCE&Gto settlethe ChangeOrderNo. 16claimson lessfavorableterms. SCEUCput

forth no witnessesor affirmative evidence on this point. SCE&G's witnesses

affirmatively testified that the use of the macro-con'idorapproachwas reasonableand

prudent in all respects. There is no evidencethat SCE&G changedits negotiating

13By OrderNos.2011-978and2012-730,theCommissionhasapprovedandissuedSCE&Ga
Cel_ificateofEnvironmentalandCompatibilityandPublicConvenienceandNecessityfortheconstruction
andoperationof thetransmissionlinesthatwill extendtheUnitsandcarrypowerto SCE&G'sload
centers.
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law. (Tr. at 200). The specific route of the lines within those conidors, however, is only

determined after the public input process is completed.'uring

the hearing in this docket, SCEUC challenged several of the SCE&G

witnesses concerning the Company's use of the macro-corridor approach in filing its

initial COL application and associated Environmental Report on the project. The record

shows that SCE&G has successfully used the macro-corridor approach in permitting

generation sites in the past. (Tr. at 201.) It did so in this case with the advice and support

of highly experienced environmental consultants. In addition, Southern Company

successfully employed the macro-corridor approach in siting and permitting its AP1000

units at Vogtle. (Tr. at 201.) In SCE&G*s case, the macro-conidor approach garnered

no objections during the scoping process and initial review of the filings. However, more

than one year into the review process, the EPA, a commenting agency, asseited that the

macro-corridor approach was unacceptable. This required SCE&G to fully site its

transmission lines before the process could proceed, (Tr. at 201-02.)

SCEUC suggested that the rejection of the macro-corridor approach made

SCE&G partially to blame for the NRC's delay in issuing the COL, and thus caused

SCE&G to settle the Change Order No, 16 claims on less favorable terms, SCEUC put

forth no witnesses or affirmative evidence on this point. SCE&G's witnesses

affirmatively testified that the use of the macro-corridor approach was reasonable and

pmdent in all respects. There is no evidence that SCE&G changed its negotiating

"
By Order Nos. 2011-978 and 2012-730, the Commission has approved and issued SCE&G a

Certificate of Environmental and Compatibility and Public Convenience and Necessity for the construction
and operation of the transmission lines that will extend the Units and carry power to SCE&G's load
centers.
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approachor grantedany concessionsin its negotiationswith Westinghouse/Shawbased

ontheseissues.

The Commissionfinds that there is no credibleevidencein the recordof this

proceedingsufficientto allow it to concludethattheuseof the macro-corridorapproach

by SCE&Gwasimprudentor um'easonable.Rather,all the availableevidencepointsto

the contraryconclusion. Furthemlore,theEIS wasissuedmonthsbeforethe COL. (1"1'.

at 202-03.) For that reason,the Commissionfinds on the recordhere,that thereis no

evidencesufficientto showthatonedelayedtheother. Moreover,theCommissionfinds

that the assertionthat the delay in issuanceof the EIS impactedSCE&G's bargaining

positionin thismatteris purelyspeculative.

2. Owner's Cost

The Company is seeking BLRA approval of $131.6 million in updates to Owner's

Cost. Owner's Cost, as Ms. Walker testified, includes costs that SCE&G will incur in

overseeing the construction project; recruiting, hiring, housing and training staff for the

Units; weparing written operating procedures for operations maintenance; ensuring the

safety and security of the Units; accepting, testing and maintaining the systems and

components comprising the Units as they are completed and turned over to SCE&G;

providing the materials and supplies needed for maintenance of plant systems up to the

date of commercial operation; testing of the Units when they are released for that

purpose; and in conducting start-up activities. (Tr. at 709.) Owner's Cost also includes a

number of construction related cost items for which the EPC Contract makes SCE&G

responsible. These items include workers' compensation insurance for all contractors
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approach or granted any concessions in its negotiations with Westinghouse/Shaw based

on these issues.

The Commission finds that there is no credible evidence in the record of this

proceeding sufficient to allow it to conclude that the use of the macro-corridor approach

by SCE&G was impmdent or umeasonable. Rather, all the available evidence points to

the contrary conclusion, Fuitheimore, the EIS was issued months before the COL. (Tr.

at 202-03.) For that reason, the Commission finds on the record here, that there is no

evidence sufficient to show that one delayed the other. Moreover, the Commission finds

that the assertion that the delay in issuance of the EIS impacted SCE&G's bargaining

position in this matter is purely speculative.

2. Oivner's Cost

The Company is seeking BLRA approval of $ 131.6 million in updates to Owner's

Cost. Owner's Cost, as Ms. Walker testified, includes costs that SCE&G will incur in

overseeing the constmction project; recruiting, hiring, housing and training staff for the

Units; preparing written operating procedures for operations maintenance; ensuring the

safety and security of the Units; accepting, testing and maintaining the systems and

components comprising the Units as they are completed and turned over to SCE&G;

providing the materials and supplies needed for maintenance of plant systems up to the

date of commercial operation; testing of the Units when they are released for that

puipose; and in conducting start-up activities. (Tr. at 709,) Owner's Cost also includes a

number of construction related cost items for vvhich the EPC Contract makes SCE&G

responsible. These items include workers'ompensation insurance for all contractors
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andsubcontractorsonthesite;builder's risk insurance;transportationinsurancerelatedto

theequipmentandcomponentsof theproject;miscellaneoustaxesincludingrealproperty

andcel_tainsalestaxesassociatedwith theproject; electricpowerandotherutilities for

theproject;sitesecurity;andcertainpreconstructioncostsassociatedwith thesite. Id

The cun'ent Owner's Cost forecasts reflect detailed cost-center-by-cost-center

budgeting by the cost center comprising the New Nuclear Development ("NND") teams.

These teams have direct responsibility for the project. In addition, detailed cost-center-

by-cost-center budgets have been prepared for the support services that the project wilt

receive from other, non-nuclear areas within SCE&G and SCANA. Such costs include

support services from areas such as SCANA Audit Services, Legal, Treasury,

Environmental, Forestry Services, Risk Management and Insurance, Facilities

Management, and multiple groups within current Nuclear Operations (e.g., groups like

Unit 1 Health Physics that may assist on an as-needed basis in creating staffing plans and

writing operating procedures for parts of Unit 2 & 3 operations). Each cost center that

anticipated direct support to the project was required to create a budget by cost type for

each year through 2018 and update the budgets annually. These budgets were carefully

reviewed by Ms. Walker and the Nuclear Finance group. (Tr. at 711-13.)

The Owner's Cost budget was sponsored by Ms. Walker. (See Tr. at 713, Chart

B). It is a detailed budget document with over 400 individual line items. SCE&G has

made the back-up information related to this budget available for review by ORS and all

other parties, provided that reasonable arrangements related to confidentiality are made.
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and subcontractors on the site; builder's risk insurance; transportation insurance related to

the equipment and components of the project; miscellaneous taxes including real propeity

and ceitain sales taxes associated with the project; electric power and other utilities for

the project; site security; and certain preconsnuction costs associated with the site. Id.

The current Owner's Cost forecasts reflect detailed cost-center-by-cost-center

budgeting by the cost center comprising the New Nuclear Development ("NND") teams.

These teams have direct responsibility for the project. In addition, detailed cost-center-

by-cost-center budgets have been prepared for the support seivices that the project will

receive from other, non-nuclear areas within SCEkG and SCANA. Such costs include

support services from areas such as SCANA Audit Services, Legal, Treasury,

Environmental, Forestry Services, Risk Management and Insurance, Facilities

Management, and multiple groups within current Nuclear Operations (e.g., groups like

Unit I Health Physics that may assist on an as-needed basis in creating staffing plans and

writing operating procedures for parts of Unit 2 k, 3 operations), Each cost center that

anticipated direct support to the project was required to create a budget by cost type for

each year through 2018 and update the budgets annually. These budgets were carefully

reviewed by Ms. Walker and the Nucleat Finance group. (Tr, at 711-13.)

The Owner's Cost budget was sponsored by Ms. Walker. (See Tr. at 713, Chart

B). It is a detailed budget document with over 400 individual line items. SCE&G has

made the back-up information related to this budget available for review by ORS and all

other parties, provided that reasonable arrangements related to confidentiality are made.
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(Tr. at 715.) No party has filed any testimony challenging the prudency or

reasonablenessof anyof thecostsreflectedin suchOwner'sCostbudget.

In Hearing Exhibit No. 6 (CLW-2), Ms. Walker provided an item-by-item

analysisof thecostadjustmentsbeingpresentedfor reviewin this docket. In aneffol_to

providemoredetailedinformationaboutthechangesdriving the$131.6million in newly-

itemized Owner's Cost, Ms. Walker provided testimonybreaking down the $131.6

million into its pa'incipalcategoriesand showing the changesfrom the previously

approvedbudgets.

(a) Updated Staffing

The largest component of SCE&G's proposed adjustment to Owner's Cost is

represented by changes to staffing. As Mr. Lavigne testified, the initial Owner's Cost

projections were prepared during the period 2005-2008 based on the best infmTnatinn

obtained from utility and nuclear trade groups, other prospective AP 1000 owners, nuclear

technology companies, internal SCE&G personnel with experience in nuclear operation

and in overseeing major construction projects and other sources. After the EPC Contract

was signed, SCE&G intensively reviewed the initial staffing, hiring and training plans for

the Units based on emerging data related to the integrated site schedule, the AP1000

design, its operating and maintenance requirements, and emerging security and regulatory

requirements. Such reviews also took into account SCE&G's experience in supporting

the construction project and in meeting the requirements of its role and function in

overseeing the cost, quality, and timeliness of the project. (Tr. at 557.) The staffing plan

resulting from that review was approved in Docket No. 2010-376-E.
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(Tr. at 715.) No pasty has filed any testimony challenging the prudency or

reasonableness of any of the costs reflected in such Owner's Cost budget.

In Hearing Exhibit No. 6 (CLW-2), Ms. Walker provided an item-by-item

analysis of the cost adjustments being presented for review in this docket. In an effoit to

provide more detailed information about the changes driving the $ 131.6 million in newly-

itemized Owner's Cost, Ms, Walker provided testimony breaking down the $ 131.6

million into its principal categories and showing the changes from the previously

approved budgets.

(a) Updated Staffing

The largest component of SCEAG*s proposed adjustment to Owner's Cost is

represented by changes to staffing. As Mr. Lavigne testified, the initial Owner's Cost

projections were prepared during the period 2005-2008 based on the best infoimation

obtained from utility and nuclear trade groups, other prospective AP1000 owners, nuclear

technology companies, internal SCEkG personnel with experience in nuclear operation

and in overseeing major construction projects and other sources. After the EPC Contract

was signed, SCE6rG intensively reviewed the initial staffing, hiring and training plans for

the Units based on emerging data related to the integrated site schedule, the AP1000

design, its operating and maintenance requirements, and emerging security and regulatory

requirements. Such reviews also took into account SCEkG's experience in suppoiting

the construction project and in meeting the requirements of its role and function in

overseeing the cost, quality, and timeliness of the project. (Tr. at 557.) The staffing plan

resulting from that review was approved in Docket No. 2010-376-E.
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Sincethat time, Mr. Lavignetestified,SCE&Ghascontinuedto review Owner's

Costforecastsasadditionalinformationemergedconcerningplant design,the eventsat

Fukushima, security requirementsat the plant, difficulties obtaining and licensing

personnel,anddelaysin the issuanceof certainpermitsandlicenses.In the latterpart of

2011,theCompanyestablished"challengeboards"comprisedof experiencedpersonnel

fi'om Unit 1 and other areasof SCE&G. The membersof theseboardshad diverse

backgroundsin nuclearoperations,safety,security,plant operationsand maintenance,

engineering,quality systems,training, construction,planning and scheduling,outage,

organizationaldevelopmentandplanning, licensing,chemistry,documentsand records,

materialsand procurement,healthphysics,and emergencyplanning. The challenge

boardsconcludedthat the staffingplan at that time did not provide for the hiring and

training of sufficient personnelto managestartupand operatethe Units reliably and

effectively. (Tr. at 559.)

The reviewsandrefinementsto staffingresultedin the additionof 95 full time

equivalents("FTEs") in OperationalReadiness,29 FTEs in ConstructionOversight,

Quality Assurance/QualityControl ("QA/QC") andotherprojectsuppottfunctions,and

20 FTEsin nuclearsecuritycontracting,representinga net adjustmentof $72.3million.

On a functional basis, theseaffected areasinclude: (1) EmergencyPlanning/Health

14
Physics (Fukushima), (2) Operator/Training Margin, (3) APOG /Programs/Procedures,

(4) Timing Variance to Support Craft, (5) Nuclear Construction Oversight and QA/QC,

(6) Security Contractors, and (7) Other. (Tr. at 562.)

i_ The APIO00 Owner Group, discussed more fully below.
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Since that time, Mr. Lavigne testified, SCEkG has continued to review Owner's

Cost forecasts as additional information emerged concerning plant design, the events at

Fukushima, security requirements at the plant, diAiculties obtaining and licensing

personnel, and delays in the issuance of certain permits and licenses. In the latter part of

2011, the Company established "challenge boards" comprised of experienced personnel

fiom Unit I and other areas of SCEkG. The members of these boards had diverse

backgrounds in nuclear operations, safety, security, plant operations and maintenance,

engineering, quality systems, training, construction, planning and scheduling, outage,

organizational development and planning, licensing, chemistry, documents and records,

materials and procurement, health physics, and emergency planning. The challenge

boards concluded that the staffing plan at that time did not provide for the hiring and

training of sufficient personnei to manage staitup and operate the Units reliably and

effectively. (Tr. at 559.)

The reviews and refinements to staffing resulted in the addition of 95 full time

equivalents ("FTEs") in Operational Readiness, 29 FTEs in Constmction Oversight,

Quality Assurance/Quality Control ("QA/QC"} and other project support functions, and

20 FTEs in nuclear security contracting, representing a net adjustment of $72.3 million.

On a functional basis, these affected areas include: (I} Emergency Planning/Health

Physics (Fukushima), (2) Operator/Training Margin, (3) APOG /Programs/Procedures,

(4) Timing Variance to Support Craft, (5) Nuclear Construction Oversight and QA/QC,

(6) Security Contractors, and (7} Other. (Tr. at 562.)

" The AP1000 Owner Group, discussed more fugy below.
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These updates in FTEs and in costs are set forth in the table below which is taken

from Mr. Lavigne's testimony. The costs presented here reflect both the cost of

additional FTEs and the cost of accelerating the hiring date of existing FTEs where doing

so has been found to be impol_ant to support the training and testing schedule for the

Units or otherwise meet the needs of the project.

Table D

Staffing Changes by Functional Cause

Cause

Emergency Planning/Health Physics

(Fukushima)

FTE Change
4O

Operator/Training Margin 30

APOG / Programs / Procedures 22

Timing Variance to Support Craft and 3

Technical Training Program

Nuclear Construction Oversight and 26

QA/QC
Other

Total SCE&G 124

Cost Change

(millions_ is

$5.9

$17.4

$15.7

$15.5

$8.6

$3.1

$66.2

Security Contractors 20 $6.1

TOTAL 144 $72.3

15The labor costs that form part of Owner's Cost are not annual salary costs. Instead, they
represent the labor costs and associated costs incurred over the ten-year life of the project for members of
the NND teams. For that reason, if the decision is made to accelerate the hiring of a position by three
years, all other things being equal, then there would be no increase in FTEs for the project. However, the
Owner's Cost budget would increase by three times the annual salaries, benefits, facilities, IT charges and
other costs associated with having that individual on staff. For that reason, the change costs for a category
listed above does not necessarily correlate to the change in FTEs for that category.
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These updates in FTEs and in costs are set forth in the table below which is taken

from Mr. Lavigne's testimony. The costs presented here reflect both the cost of

additional FTEs and the cost of accelerating the hiring date of existing FTEs where doing

so has been found to be important to support the training and testing schedule for the

Units or otherwise meet the needs of the project.

Table 9

Staffin Chan es b Functional Cause

Cause
Emergency Planning/Health Physics
(Fukushima)

Operator/Training Margin
APOG / Programs / Procedures
Timing Variance to Support Craft and
Technical Training Program
Nuclear Construction Oversight and
QA/QC
Other

W~TK Ch
40

30
22
3

Cost Change

$5.9

$ 17.4
$ 15.7
$ 15.5

$ 8.6

$3.1

Total SCE&G $66.2

Security Contractors

TOTAL

20 $6,1

$72.3

" The labor costs that form part of Owner's Cost are not annual salary costs. Instead, they
represent the labor costs and associated costs incurred over the ten-year life of the project for members of
the NND teams. For that reason, if the decision is made to accelerate the hiring of a position by three
years, all other things being equal, then there ivould be no increase in FTEs for the project. However, the
Owner's Cost budget would increase by three times the annual saiaries, benefits, facilities, IT charges and
other costs associated with having that individual on staff. For that reason, the change costs for a category
listed above does not necessarily con elate to the change in FTEs for that category.
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(i) Operator/Training Margin

As Mr. Lavigne testified, the largest single driver of the staffing cost adjustment

is in the area of Operator/Training Margin. SCE&G cannot complete testing and begin

start up of the Units unless, when it has completed construction of the Units, the NRC is

satisfied that SCE&G has sufficient reactor operators trained, licensed, and ready to allow

fuel to be loaded. The staff of licensed operators must be sufficient to staff" the Units

twenty-four hours a day, seven days a week, with allowances for training time and

personal leave and other absences for operators. Industry experience has shown that it

takes 3-7 years to train and license a nuclear reactor operator.

Mr. Lavigne testified that hiring and training reactor operators have become more

difficult in recent years. Given the nature of today's milita17, fewer candidates are

available for reactor operator h'aining who have significant nuclear experience. Due to

the aging workforce of reactor operators nationally, the indust, 7 is hMng in anticipation

of impending retirements. As a result, competition to attract and retain good reactor

operator candidates is more intense than in the past. Fm_hermore, the training and testing

requirements for licensure by the NRC have increased dramatically in recent years. (Tr.

at 566.) As Mr. Lavigne testified, another utility recently experienced a surprisingly high

failure rate when a cadre of newly-trained candidates sat for their licensure examinations.

Mr. Lavigne succinctly summarized the challenge, stating "we must train less

experienced candidates with less practical exposure to the work to meet higher licensing

standards while facing greater competition to retain them." Tr. at 565.
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{i) Operator/Training Margin

As Mr. Lavigne testified, the largest single driver of the staffing cost adjustment

is in the area of Operator/Training Margin. SCE&G cannot complete testing and begin

start up of the Units unless, when it has completed construction of the Units, the NRC is

satisfied that SCE&G has sufficient reactor operators trained, licensed, and ready to allow

fuel to be loaded. The staff of licensed operators must be sufficient to staff the Units

twenty-four hours a day, seven days a week, with allowances for training time and

personal leave and other absences for operators. Industry experience has shown that it

takes 3-7 years to train and license a nuclear reactor operator.

Mr. Lavigne testified that hiring and uaining reactor operators have become more

difficult in recent years. Given the nature of today's militaiy, fewer candidates are

available for reactor operator training who have signiiicant nuclear experience. Due to

the aging workforce of reactor operators nationally, the industry is hiring in anticipation

of impending retirements. As a result, competition to attract and retain good reactor

operator candidates is more intense than in the past. Furthermore, the training and testing

requirements for licensure by the NRC have increased dramatically in recent years. {Tr.

at 566.) As Mr. Lavigne testified, another utility recently experienced a surprisingly high

failure rate when a cadre of newly-trained candidates sat for their licensure examinations.

Mr. Lavigne succinctly summarized the challenge, stating "we must train less

experienced candidates with less practical exposure to the work to meet higher licensing

standards while facing greater competition to retain them." Tr. at 565.
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In responseto this challenge,SCE&G is proposing to hire more operator

candidatesandto hire themsooner. Hiring candidatesearlierallowsmoretime to train

them. Hiring a larger group of candidates creates a buffer to protect against higher than

expected attrition and exam failure rates among candidates. The change in

Operator/Training Margin represents 30 FTEs and $17.4 million of the staffing related

update, (Tr. at 564-66.)

(ii) Emergency Planning/Health Physics

Another significant driver of the updated personnel costs presented here is in the

Emergency Planning/Health Physics area. Mr. Lavigne testified that the industry and

NRC are placing greater restrictions on the responsibilities that can be assigned to

emergency personnel as a lesson-learned fi'om the Fukushima event. Past practice

allowed for emergency personnel such as fire brigade members and health physics

workers to assume additional duties that were not anticipated to interfere with emergency

response capabilities. In addition, emergency response personnel at one unit were

assumed to be available to supplement the staff responding to a disaster at a sister unit.

(Tr. at 563.) As a result of Fukushima, the NRC has published guidance limiting the

number of collateral duties that may be assigned to emergency response personnel. The

indust_3_ and NRC now require staffing at levels that provide a full complement of staff to

be available to respond to each unit assuming simultaneous disasters at all units on a site.

Mr. Lavigne testified that these new limits on shared duties for emergency personnel

results in the need for an additional 40 FTEs at a cost of $5.9 million. (Tr. at 563-64.)
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In response to this challenge, SCAG is proposing to hire more operator

candidates and to hire them sooner. Hiring candidates earher allows more time to train

them. Hiring a larger group of candidates creates a buffer to protect against higher than

expected attrition and exam failure rates among candidates. The change in

Operator/Training Margin represents 30 FTEs and $ 17.4 million of the staffing related

update. (Tr. at 564-66.)

(il) Emergency Planning/Health Physics

Another significant driver of the updated personnel costs presented here is in the

Emergency Planning/Health Physics area. Mr. Lavigne testified that the industry and

NRC are placing greater restrictions on the responsibilities that can be assigned to

emergency personnel as a lesson-learned fiom the Fukushima event. Past practice

allowed for emergency personnel such as fire brigade members and health physics

workers to assume additional duties that were not iuiticipated to interfere with emergency

response capabilities. In addition, emergency response personnel at one unit were

assumed to be available to supplement the staff responding to a disaster at a sister unit.

(Tr. at 563.) As a result of Fukushima, the NRC has published guidance limiting the

number of collateral duties that may be assigned to emergency response personnel. The

industry and NRC now require staffing at levels that provide a full complement of staff to

be available to respond to each unit assuming simultaneous disasters at all units on a site.

Mr. Lavigne testified that these new limits on shared duties for emergency personnel

results in the need for an additional 40 FTEs at a cost of $5.9 million, (Tr, at 563-64.)
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(iii) APOG/PlantPrograms/Procedures

An important part of preparing a new nuclear unit for operation is drafting and

promulgating the plant programs and procedures that are necessary to operate and

maintain the Units, respond to events and emergencies and provide for security and

related functions. SCE&G has determined that operating and maintaining these Units

will require drafting approximately 100 plant programs (e.g., the Thermal Performance

Program, the Equipment Reliability Program, and the System Status Control Program)

and 4,200 procedures. Prior cost forecasts were based on the assumption that the burden

and cost of drafting these programs, most of which can be uniform across AP 1000 units,

would be borne by five AP1000 owners comprising the AP1000 Owner Group

("APOG'.) However, at present only two of the five members of the group, SCE&G and

the Southern Company, have active EPC contracts with Westinghouse/Shaw. As a result,

only these two members have the right under their agreements to have access to

Westinghouse/Shaw's proprietary design and engineering data related to the Units. Such

access is necessary to participate in the shared drafting exercise. As a result, SCE&G and

Southern Company must share the drafting responsibilities among themselves rather than

among a group of five utilities. This has resulted in the need for 22 additional FTEs and

represents $15.7 million of the requested cost. (Tr. at 566-68.)

(iv) Timing Variance to Support Craft

The safe and efficient operation of the Units will require a staff of well-trained

craft workers in areas such as chemistl% maintenance, outage and planning, and

scheduling. In reviewing its staffing plans through the challenge board process, SCE&G
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{iii) APOG/Plant Programs/Procedures

An important part of preparing a new nuclear unit for operation is drafting and

promulgating the plant programs and procedures that are necessary to operate and

maintain the Units, respond to events and emergencies and provide for security and

related functions. SCE&G has determined that operating and maintaining these Units

will require drafting approximately 100 plant programs (e,g., the Thermal Performance

Program, the Equipment Reliability Program, and the System Status Control Program)

and 4,200 procedures. Prior cost forecasts were based on the assumption that the burden

and cost of drafting these programs, most of which can be uniform across AP1000 units,

would be borne by five AP1000 owners comprising the AP1000 Owner Group

("APOG".) However, at present only two of the five members of the group, SCE&G and

the Southern Company, have active EPC contracts with Westinghouse/Shaw. As a result,

only these two members have the right under their agreements to have access to

Westinghouse/Shaw's proprietary design and engineering data related to the Units. Such

access is necessary to participate in the shared drafting exercise. As a result, SCE&G and

Southern Company must share the drafting responsibilities among themselves rather than

among a group of five utilities, This has resulted in the need for 22 additional FTEs and

represents $ 15.7 million of the requested cost, (Tr. at 566-68.)

{iv) Timing Variance to Support Craft

The safe and efficient operation of the Units will require a staff of well-trained

craft workers in areas such as chemistry, maintenance, outage and planning, and

scheduling. In reviewing its staffing plans through the challenge board process, SCE&G



DOCKETNO. 2012-203-E- ORDERNO. 2012-884
NOVEMBER 15,2012
PAGE50

determinedthat tbxeeadditionalFTEs would be requiredin this areato ensurethat a

sufficientnumberof traineeswill successfullycompletethe1NP@6 accreditedtraining

programsin their areasof specialization.SCE&Galsoconcludedthatit is importantthat

certainUnit 2 and 3 craft workersbe trainedearlierthanexpectedso that they canbe

given the oppm_tunitybefore commercialoperationsof thoseUnits begin to develop

hands-onexperiencewith nuclearoperationsand with the systemscomprisingUnits 2

and3. For that reason,Mr. Lavignetestifiedthat SCE&Ghaddecidedto hire andtrain

craft workersearlier than anticipatedto allow themto work with Westinghouse/Shaw

personnelduringthestartupof theUnits andto workalongsidetheir colleaguesat Unit 1

doing similar tasks there. The Timing Variance to SupportCraft results in three

additionalFTEsandanincreaseto Owner'sCostof approximately$15.5million. (Tr. at

568-69.)

(v) Nuclear Construction Oversight and QA/QC

Based on experience gained so far in constructing the Units, the Company has

determined that additional personnel are needed to effectively oversee the cost, quality

and safety of the project. As Mr. Lavigne testified:

[T]here is no substitute for the accountability provided by an owner's

direct involvement and insistence on quality and timely work. The NRC

concurs in this, and has made it very cleat' that they hold SCE&G

ultimately accountable as owner/licensee for the quality, reliability and

safety of the Units as constructed. They expect SCE&G to be actively and

directly involved in overseeing all aspects of the work and we agree. The

value of additional personnel to oversee the construction effort and the

world-wide procurement chain for this project cannot be overstated.

16Institute of Nuclear Power Operations.
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determined that three additional FTEs would be required in this area to ensure that a

sufficient number of trainees will successfully complete the INPO accredited trainingl6

programs in their areas of specialization. SCE&G also concluded that it is important that

certain Unit 2 and 3 craft workers be trained earlier than expected so that they can be

given the oppottunity before commercial operations of those Units begin to develop

hands-on experience with nuclear operations and with the systems comprising Units 2

and 3, For that reason, Mr. Lavigne testified that SCE&G had decided to hire and train

craft workers earlier than anticipated to allow them to work with Westinghouse/Shaw

personnel during the startup of the Units and to work alongside their colleagues at Unit 1

doing similar tasks there. The Timing Variance to Suppoit Craft results in three

additional FTEs and an increase to Owner's Cost of approximately $ 15.5 million. {Tr. at

568-69.)

{v) iNuclear Construction Oversight and QA/QC

Based on experience gained so far in constructing the Units, the Company has

determined that additional personnel are needed to effectively oversee the cost, quality

and safety of the project. As Mr. Lavigne testified:

[Tjhere is no substitute for the accountability provided by an owner's
direct involvement and insistence on quality and timely work. The NRC
concurs in this, and has made it very clear that they hold SCE&G
ultimately accountable as owner/licensee for the quality, reliability and
safety of the Units as constructed. They expect SCE&G to be actively and
directly involved in overseeing all aspects of the work and we agree. The
value of additional personnel to oversee the construction effort and the
world-wide procurement chain for this project cannot be overstated.

" Institute of Nuclear Power Operations.
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(Tr. at 569-70.)To supportthedesiredlevelof QA/QCoversight,SCE&Ghasadded26

FTEstotaling$8.6million of theupdate.(Tr. at 570).

(vi) Security Contractors

The size of the work force required to provide security to the site is determined by

threat response planning. Such planning is based on current NRC and industlT guidance

as to anticipated levels of threat and the required levels of security response. Threat

response planning is very site-specific and depends on the precise layout of support

buildings, access points, and site topography. For that reason, an updated count of

security personnel needed for the Units could not be completed until the layout and

configuration of the facilities on site was finalized. Since 2010, Westinghouse/Shaw's

design work has progressed to the point that the site layout is well established. Based on

this information, and current NRC guidance related to security planning, SCE&G has

updated its security staffing plans for the Units. These refinements have resulted in

SCE&O adding 20 additional FTEs for security contractors at a cost of $6.1 million. (Tr.

at 570-71.)

(vii) Other

Under the Other category are costs associated with the personnel necessary to

ensure that all Westinghouse/Shaw records are obtained and captured for cun'ent and

future use and are secured as required by the NRC regulations. These are QA/QC,

engineering, construction and security related documents that are of importance to future

operations and regulatory compliance. The number of required personnel for these tasks

has increased while demand for staff in areas of business and finance have decreased.
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(Tr. at 569-70.) To support the desired level of QA/QC oversight, SCE&G has added 26

FTEs totaling $ 8,6 million of the update. (Tr. at 570).

{vi) Security Contractors

The size of the work force required to provide security to the site is determined by

threat response planning. Such planning is based on current NRC and industry guidance

as to anticipated levels of threat and the required levels of security response. Threat

response planning is very site-specific and depends on the precise layout of suppoit

buildings, access points, and site topography. For that reason, an updated count of

security personnel needed for the Units could not be completed until the layout and

configuration of the facilities on site was finalized. Since 2010, Westinghouse/Shaw'

design work has progressed to the point that the site layout is well established. Based on

this information, and current NRC guidance related to security planning, SCEAG has

updated its security staffing plans for the Units. These refinements have resulted in

SCE&G adding 20 additional FTEs for security contractors at a cost of $6.1 million, (Tr.

at 570-71.)

{vii) Other

Under the Other category are costs associated with the personnel necessary to

ensure that all Westinghouse/Shaw records are obtained and captured for current and

future use and are secured as required by the NRC regulations. These are QA/QC,

engineering, construction and secmity related documents that are of impoitance to future

operations and regulatory compliance. The number of required personnel for these tasks

has increased while demand for staff in areas of business and finance have decreased.
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(Tr.at 570.) Thenetresultis anincreasein forecastedstaffingof threeFTEsandcostsof

$3.1million.

(viii) SMS Oversight Costs

For a number of years, SCE&G has expressed concerns in update dockets and

quarterly reports concerning the difficulties SMS was experiencing in establishing an

effective nuclear safety culture at its facilities in Lake Charles, Louisiana. Over time,

SCE&G has steadily increased its level of QA/QC oversight for SMS. Recently, SCE&G

has taken the steps of placing a full time presence dedicated to owner's quality inspection

at the SMS site, in addition to the dedicated QA/QC personnel located there by

Westinghouse/Shaw.

At the hearing, certain parties raised concerns about SCE&G's inclusion in its

forecasts of costs associated with additional costs SCE&G incmTed in providing QA/QC

oversight for SMS.

The Commission understands the impulse to require SMS to absorb these costs.

However, it is customary in the industry, and beneficial for many reasons, for an owner's

QA/QC efforts to be at its sole expense and under its exclusive authority. The EPC

Contract does not provide for recovery of QA/QC expense from any other party, nor

would the Commission expect it to. Under the BLRA, specifically S.C. Code Ann. § 58-

33-270(E), there is no basis to rule that it was imprudent on SCE&G's part to invest

additional resources in overseeing QA/QC issues at the SMS facility. To the contrary;

such an investment is prudent to a very high degree. For that reason, the Commission

finds that the SMS oversight costs, and oversight costs related to other suppliers and
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(Tr. at 570.) The net result is an increase in forecasted staffing of three FTEs and costs of

$3.1 million.

(viii) SMS Oversight Costs

For a number of years, SCE&G has expressed concerns in update dockets and

quaiterly reports concerning the difficulties SMS was experiencing in establishing an

effective nuclear safety culture at its facilities in Lake Charles, Louisiana. Over time,

SCE&G has steadily increased its level of QA/QC oversight for SMS. Recently, SCE&G

has taken the steps of placing a full time presence dedicated to owner's quality inspection

at the SMS site, in addition to the dedicated QA/QC personnel located there by

Westinghouse/Shaw.

At the hearing, certain parties raised concerns about SCE&G's inclusion in its

forecasts of costs associated with additional costs SCE&G incuned in providing QA/QC

oversight for SMS,

The Commission understands the impulse to require SMS to absorb these costs.

However, it is customary in the industry, and beneficial for many reasons, for an owner's

QA/QC efforts to be at its sole expense and under its exclusive authority. The EPC

Contract does not provide for recovery of QA/QC expense from any other pasty, nor

would the Commission expect it to. Under the BLRA, specifically S.C. Code Ann. I'1 58-

33-270(E), there is no basis to rule that it was impmdent on SCE&G's part to invest

additional resources in overseeing QA/QC issues at the SMS facility. To thecontrary,'uch

an investment is pmdent to a very high degree. For that reason, the Commission

finds that the SMS oversight costs, and oversight costs related to other suppliers and
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contractors,are reasonable,prudent and necessarycostsof the project and shouldbe

includedin theapprovedcapitalcostschedule.

(ix) Findings Related to Staffing Costs

The Commission has reviewed the testimony and evidence presented in this

docket that is related to the update in staffing costs. No evidence has been presented that

is sufficient to allow the Commission to conclude that these changes were the result of

imprudence by SCE&G. For the reasons stated above, and in the testimony of Mr.

Byrne, Mr. Lavigne, and Ms. Walker, the Commission finds that these increases in the

forecasted cost of staffing are not the result of imprudence on the part of SCE&G but

instead represent reasonable, necessary and prudent costs of the project.

(x) APOG Programs/Procedures and Related Cost
Increases

At the hearing, certain parties seemed to question the appropriateness of the cost

forecasts for the project being increased as a result of the change in the drafting of plant

programs and procedures related to APOG. The evidence clearly establishes that drafting

of these programs and procedures is a reasonable, necessary and prudent part of the

project. Through APOG, SCE&G is sharing the cost of this effort with the Southern

Company, which will reduce the cost borne by SCE&G's customers significantly.

SCE&G is acting prudently in using APOG to share these costs with additional utilities.

While it would be beneficial if more utilities could share in the efforts requiring

proprietary data, SCE&G cmmot dictate to Westinghouse how it enforces its intellectual

property rights as they affect this effort. No party offered any affirmative evidence

showing that SCE&G has acted imprudently in its dealings with APOG or with the cost
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contractors, are reasonable, prudent and necessary costs of the project and should be

included in the approved capital cost schedule.

(ix} Findings Related to Staffing Costs

The Commission has reviewed the testimony and evidence presented in this

docket that is related to the update in staffing costs. No evidence has been presented that

is sufficient to allow the Commission to conclude that these changes were the result of

imprudence by SCE&G. For the reasons stated above, and in the testimony of Mr.

Byrne, Mr. Lavigne, and Ms. Walker, the Commission finds that these increases in the

forecasted cost of staffing are not the result of impmdence on the part of SCE&G but

instead represent reasonable, necessary and prudent costs of the project.

(x) APOG Programs/Procedures and Related Cost
Increases

At the hearing, certain parties seemed to question the appropriateness of the cost

forecasts for the project being increased as a result ot'he change in the drathng of plant

programs and procedures related to APOG. The evidence clearly establishes that draAing

of these programs and procedures is a reasonable, necessary and pmdent part of the

project. Through APOG, SCE&G is sharing the cost of this effort with the Southern

Company, which will reduce the cost home by SCE&G's customers significantly.

SCE&G is acting prudently in using APOG to share these costs with additional utilities.

While it would be beneficial if more utilities could share in the efforts requiring

proprietary data, SCE&G cannot dictate to Westinghouse how it enforces its intellectual

propeity rights as they affect this effort. No party offered any affirmative evidence

showing that SCE&G has acted imprudently in its dealings with APOG or with the cost
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of drafting the requiredprogramsand procedures. Instead,the evidenceshowsthat

SCE&Ghasactedprudentlyto reducecoststo customersby havingasmanyutilities as

possiblesharethecostandburdenof this effort. TheCommissionfinds thatthe increase

in costrelatedto APOGPrograms/Proceduresis areasonable,prudentandnecessarycost

of theprojectandshouldbe includedin theapprovedcapitalcostschedule.

(b) Facilities

The facilities component of Owner's Cost includes the construction, up-fitting

and furnishing costs of the buildings, and training facilities needed to support the

operations of the Units once they are constructed, and the cost incurred in providing

training, office and other space for the NND teams and other members of the project team

during the construction period. All of these costs are not annual costs but costs to be

incurred over the ten-year course of the project. (Tr. at 718-21.)

SCE&G's witness, Ms. Walker, presented the updates to facilities costs that form

part of the Owner's Cost update and provided a detailed breakdown of the categories and

drivers of these costs. She testified that additional maintenance costs amounting to $1.9

million comprised the largest single item in this cost category. These costs are the direct

result of the accelerated hiring of staff detailed in Mr. Lavigne's testimony. (Tr. at 719.)

The accelerated hiring schedule also drives the need to add modular buildings and

temporary office space in the facilities plan during the construction period. The cost of

these additional facilities represents approximately $1.0 million. Other changes in the

cost of facilities result from the increased number of dedicated emergency personnel

required in response to the events at Fukushima and the facilities required to house those
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of drafting the required programs and procedures. Instead, the evidence shows that

SCE&G has acted prudently to reduce costs to customers by having as many utilities as

possible share the cost and burden of this effort. The Commission finds that the increase

in cost related to APOG Programs/Procedures is a reasonable, prudent and necessary cost

of the project and should be included in the approved capital cost schedule.

(h) Facilities

The facilities component of Owner's Cost includes the construction, up-fitting

and furnishing costs of the buildings, and training facilities needed to support the

operations of the Units once they are consnucted, and the cost incurred in providing

training, office and other space for the NND teams and other members of the project team

during the construction period. All of these costs are not annual costs but costs to be

incurred over the ten-year course of the project, (Tr. at 718-21.)

SCE&G's witness, Ms. Walker, presented the updates to facilities costs that form

part of the Owner's Cost update and provided a detailed breakdown of the categories and

drivers of these costs. She testified that additional maintenance costs amounting to $ 1.9

million comprised the largest single item in this cost category. These costs are the direct

result of the accelerated hiring of staff detailed in Mr. Lavigne's testimony. (Tr. at 719.)

The accelerated hiring schedule also drives the need to add modular buildings and

temporary office space in the facilities plan during the construction period. The cost of

these additional facilities represents approximately $ 1.0 million, Other changes in the

cost of facilities result from the increased number of dedicated emergency personnel

required in response to the events at Pukushima and the facilities required to house those
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personnelandequipment.Similarly, additionalsiteplanningandsecurityplanninghave

identified additionalcostsrelatedto site-specificsecurity facilities and other facilities

relatedto siteaccess.In total, theupdateto facilitiescostsrepresents$7.8million of the

increasein Owner'sCost. (Tr. at721-722.)

No party in this proceedingpresentedany direct evidencechallengingthe

reasonablenessor prudenceof theseupdatesto facilities costs. In its testimony,ORS's

witness,Mr. Jones,foundthesecostsarejustified andreasonable.(Tr. at 1071.) Based

on the testimonyof Ms. WalkerandMr. Jones,the Commissionfinds thesecoststo be

necessary,reasonableandprudentcostsof the project. The Commissionfinds that no

partyhasmadeanyshowingthatthesecostsarein anyway theresult of imprudenceon

thepartof SCE&G. It is appropriateto reflectthesecostsin theapprovedcostforecasts

for theproject.

(c) Information Technology ("IT") Roadmap

Effective IT infrastructure is critical to safe and efficient nuclear operations. A

major part of such infrastructure is the software that is used in tracking the maintenance

history of parts and equipment, documenting scheduled and preventative maintenance,

tracking spare parts and inventory on hand, recording where specific parts have been used

in the plant, scheduling maintenance requests, preparing work schedules, administering

employee fatigue management and safety rules, and ensuring that safety and quality

assurance documentation is maintained and available for use and inspection. (Tr. at 715-

717.)
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personnel and equipment. Similarly, additional site planning and security planning have

identified additional costs related to site-specific security facilities and other facilities

related to site access. In total, the update to facilities costs represents $7.8 million of the

increase in Owner's Cost. (Tr. at 721-722.)

No party in this proceeding presented any direct evidence challenging the

reasonableness or prudence of these updates to facilities costs. In its testimony, ORS's

witness, Mr. Jones, found these costs are justified and reasonable. (Tr. at 1071.) Based

on the testimony of Ms. Walker and Mr. Jones, the Commission finds these costs to be

necessary, reasonable and prudent costs of the project. The Commission finds that no

paity has made any showing that these costs are in any way the result of imprudence on

the part of SCEkG. It is appropriate to reflect these costs in the approved cost forecasts

for the project.

(c) Information Technology ("IT") Roadmap

Effective IT infrastructure is critical to safe and efficient nuclear operations, A

major part of such infrastructure is the software that is used in tracking the maintenance

history of parts and equipment, documenting scheduled and preventative maintenance,

tracking spare parts and inventory on hand, recording where specific parts have been used

in the plant, scheduling maintenance requests, preparing work schedules, administering

employee fatigue management and safety rules, and ensuring that safety and quality

assurance documentation is maintained and available for use and inspection. (Tr. at 715-
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Ms. Walker testified to SCE&G's updateto the costforecastsfor delivering IT

servicesto theproject. Accordingto Ms.Walker,theIT budgetpresentedin DocketNo.

2010-376wasaroll-up of individualbudgetsfor IT servicesformulatedby themanagers

in eachNND areafor their m'eas.In mostcases,thesebudgetsreliedon theassumption

thatexistingUnit 1 programsandinfrastructurecouldbescaledup to meettheIT needs

of Units2 and3. (Tr. at 716.)

In 2011, SCANA's IT department("SCANA IT") was taskedwith creatinga

formal anddetailed"IT Roadmap"for theprojectbasedon a thoroughinventor3,of the

availablesoftware,infi'astructureandlicenses,andtheneedsof theprojectandtheUnits.

Basedon its review,SCANA IT concludedthat muchof the IT infrastructurein useat

Unit 1wasnotscalableto supportthenewUnits.

No party in this proceedinghaschallengedtheprudencyof the costsassociated

with implementingthe new IT Roadmap. While Dr. Cooper testified that he was

concernedthat Unit 1 IT upgradecostsmight be includedin the Unit 2 and 3 cost

estimates(Tr. at 971.), Mr. Byrne refuted that testimony. (Tr. at 277-78.) The

Commissionfinds Mr. Byme's testimonyto be credibleandfinds no basisto conclude

thatUnit 1 IT costsareimproperlyincludedhere.

For thereasonsstatedin Ms. Walker'stestimony,theCommissionfinds thatthese

additionalIT costsare not the result of imprudenceby the Companybut that they are

reasonable,necessaryand prudentcostsof the project. The Commissionfinds that it is

approwiatetoreflect themin theapprovedcostforecastsfor theproject.
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Ms. Walker testified to SCEkG's update to the cost forecasts for delivering IT

services to the project. According to Ms. Walker, the IT budget presented in Docket No.

2010-376 was a roll-up of individual budgets for IT services formulated by the managers

in each NND area for their areas. In most cases, these budgets relied on the assumption

that existing Unit 1 programs and infi'astiucture could be scaled up to meet the IT needs

of Units 2 and 3. (Tr. at 716.}

In 2011, SCANA's IT depaitment ("SCANA IT"} was tasked with creating a

formal and detailed "IT Roadmap" for the project based on a thorough inventory of the

available software, infi'astructure and licenses, and the needs of the project and the Units.

Based on its review, SCANA IT concluded that inuch of the IT infiastructure in use at

Unit I was not scalable to support the new Units,

No party in this proceeding has challenged the prudency of the costs associated

with implementing the new IT Roadmap. While Dr, Cooper testified that he was

concerned that Unit I IT upgrade costs might be included in the Unit 2 and 3 cost

estimates (Tr, at 971.}, Mr, Byrne refuted that testimony. (Tr. at 277-78,} The

Commission finds Mr. Byrne's testimony to be credible and finds no basis to conclude

that Unit I IT costs are improperly included hem.

For the reasons stated in Ms. Walker's testimony, the Commission finds that these

additional IT costs are not the result of imprudence by the Company but that they are

reasonable, necessary and prudent costs of the project. The Commission finds that it is

appropriate to reflect them in the approved cost forecasts for the project.
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(d) Conclusions as to Owner's Cost Updates

The testimony of Mr. Byrne, Mr. Lavigne, Ms. Walker, and Mr. Jones provides

sufficient evidence supporting the reasonableness and prudence related to each of the

components making up the $131.6 million adjustment. The record shows that Ms.

Walker testified as to the reasonableness and prudency of each of these items and to the

reasonableness and prudency of the overall $131.6 million adjustment to the Owner's

Cost category. (Tr. at 708-09. Her testimony is supported by similar testimony from

Messrs. Marsh, Byrne and Lavigne. (Tr. at 43, 165, 572.) ORS also conducted its own

review and provided testimony finding that the $131.6 million of Owner's Cost

represents a "reasonable cost increase for the Project." (Tr. at 1072.) The key drivers as

to each element of cost have been presented clearly and distinctly in the evidence

contained in this record.

As to the reasonableness of the budgets and budget process on which these

Owner's Cost adjustments were based, Ms. Walker testified:

The budgets for each [item of Owner's Cost] have been carefully reviewed

and evaluated for reasonableness. This analysis confirms the

reasonableness of the adjustment in Owner's Costs for the categories listed

above, and supports the conclusion that the updated Owner's Costs budget

is a reasonable and prudent estimate of the cost associated with this

construction project.

(Tr. at 770.) In addition to this testimony, ORS witness Jones testified that ORS has

reviewed these costs and has determined them to be reasonable. (Tr. at 1043.)

For all the reasons set forth above, and having reviewed the testimony and the

exhibits in the record of this proceeding, the Commission finds that no party has
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(d) Conclusions as to Owner's Cast Updates

The testimony of Mr. Byrne, Mr. Lavigne, Ms. Walker, and Mr. Jones provides

sufficient evidence suppoiting the reasonableness and prudence related to each of the

components making up the $ 131.6 miliion adjustment. The record shows that Ms.

Walker testified as to the reasonabieness and prudency of each of these items and to the

reasonableness and prudency of the overall $ 131.6 million adjustment to the Owner's

Cost category. (Tr. at 708-09.) Her testimony is supported by similar testimony fiom

Messrs. Marsh, Byrne and Lavigne. (Tr. at 43, 165, 572.) QRS also conducted its own

review and provided testimony finding that the $ 131.6 million of Owner's Cost

represents a "reasonable cost increase for the Project.'* (Tr. at 1072.) The key drivers as

to each element of cost have been presented clearly and distinctly in the evidence

contained in this record.

As to the reasonableness of the budgets and budget process on which these

Owner's Cost adjustments were based, Ms. Walker testified:

The budgets for each [item of Owner's Cost] have been carefully reviewed
and evaluated for reasonableness. This analysis confirms the
reasonableness of the adjustment in Owner's Costs for the categories listed
above, and supports the conclusion that the updated Owner's Costs budget
is a reasonable and prudent estimate of the cost associated with this
construction project.

(Tr. at 770,) In addition to this testimony, ORS witness Jones testified that ORS has

reviewed these costs and has determined them to be reasonable. (Tr. at 1043.)

For all the reasons set forth above, and having reviewed the testimony and the

exhibits in the record of this proceeding, the Commission finds that no party has
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presentedevidenceshowingthatthe$131.6million adjustmentto Owner'sCostis in any

waytheresultof imprudenceby SCE&G. Instead,theCommissionfinds thattheupdate

reflectsa reasonable,necessaryand prudentadjustmentto the cost schedulesfor the

project,andthat thereis no evidencein therecordto suggestthatthey arethe result of

anyimprudenceon thepartof theCompany.

3. TransmissionCost

Since the issuance of Order No. 2011-345, the Company has continued to update

its transmission cost forecast to reflect cun'ent information concerning the design and

siting of the lines and other facilities, and the costs of right-of-way siting proceedings.

SCE&G has updated its transmission cost forecast by $7.9 million. This net increase in

the transmission cost forecast is comprised of increases of (1) $1.6 million to construct a

new Saluda River Transmission ("SRT") substation, (2) $3.6 million for other

transmission line constructinn, (3) $2.7 million to upgrade various substation equipment,

and (4) $1.4 million for right-of-way and property acquisition. This amount also reflects a

decrease resulting from a reallocation of costs between SCE&G and Santee Cooper of

$1.4 million.

(a) The SRT Substation

SCE&G originally planned to accommodate the delivery of power from the Units

into the load centers in the Lexington and Lake Murray areas by adding additional

autotransformers at its existing Lake Murray 230/115 kV Substation and its Denny

Terrace 230/115 kV Substation. (Tr. at 648.) However, as Mr. Young testified, recent

engineering work showed that the two existing substations did not have sufficient space
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presented evidence showing that the $ 131.6 million adjustment to Owner's Cost is in any

way the result of imprudence by SCE&G. Instead, the Commission finds that the update

reflects a reasonable, necessary and prudent adjustment to the cost schedules for the

project, and that there is no evidence in the record to suggest that they are the result of

any impmdence on the past of the Company.

3. Transmission Cost

Since the issuance of Order No. 2011-345, the Company has continued to update

its transmission cost forecast to reflect current information concerning the design and

siting of the lines and other facilities, and the costs of right-of-way siting proceedings.

SCE&G has updated its transmission cost forecast by $7.9 million. This net increase in

the transmission cost forecast is comprised of increases of (I) $ 1.6 million to construct a

new Saluda River Transmission ("SRT") substation, (2) $3.6 million for other

transmission line construction, (3) $2.7 million to upgrade various substation equipment,

and (4) $ 1.4 million for right-of-way and propeity acquisition. This amount also reflects a

decrease resulting from a reallocation. of costs between SCE&G and Santee Cooper of

$ 1.4 million.

(a) The SRT Substation

SCE&G originally planned to accommodate the delivery of power from the Units

into the load centers in the Lexington and Lake Murray areas by adding additional

autotransformers at its existing Lake Murray 230/115 kV Substation and its Denny

Terrace 230/115 kV Substation. (Tr. at 648.) However, as Mr. Young testified, recent

engineering work showed that the two existing substations did not have sufficient space
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to allow new autotransfo_rnersto be located in them without costly expansions. Those

expansions would be equivalent to building new substations beside each of the two

existing substations. Subsequent power flow studies showed that this plan would require

a third transformer to be installed at the Lyles 230/115 kV Substation. (Tr. at 632, 646-

650.) In addition, the decision to route the new lines to serve the Units on existing right-

of-way created the opportunity to build the SRT substation in an area with high demand

where a new substation would be beneficial.

The cost of the new SRT substation is $1.6 million more than the original cost of

the autotransformers design, and is much less than the cost of that design ($27.8 million)

when the costs of expanding the existing substations and adding a third transformer is

considered. Other improvements benefiting the transmission system as a whole are also

being made under this plan. The cost to the nuclear project is being reduced by

appropriately allocating costs to system improvements where the existing transmission

system, not the project to construct the Units, is the principal beneficiary of the specific

costs. (Tr. at 652.)

(b) The Parr-VCSN Safeguard Line Underground

The Parr-VCSN Safeguard 115 kV Line currently provides back-up power to the

safety-related components of Unit 1. (Tr. at 653.) Mr. Young testified that under the

current design for the new transmission lines for the Units, the Parr-VCSN Safeguard 115

kV Line would cross five 230 kV lines at one location. In a worst-case scenario, the Parr-

VCSN Safeguard Line could fall on these lines and cause all six lines to go out of se_wice

resulting in a loss of service to a large number of customers. To alleviate reliability and

3:18-cv-01795-JMC     Date Filed 06/29/18    Entry Number 1-4     Page 63 of 91 AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

July
2
1:17

PM
-SC

PSC
-2018-217-E

-Page
63

of91

DOCKET NO. 2012-203-E — ORDER NO. 2012-884
NOVEMBER 15, 2012
PAGE 59

to allow new autotransfotmers to be located in them without costly expansions. Those

expansions would be equivalent to building new substations beside each of the two

existing substations. Subsequent power flow studies showed that this plan would require

a third transformer to be installed at the Lyles 230/115 kV Substation. (Tr. at 632, 646-

650,) In addition, the decision to route the new lines to serve the Units on existing right-

of-way created the opportunity to build the SRT substation in an area with high demand

where a new substation would be beneficial.

The cost of the new SRT substation is $ 1,6 million more than the original cost of

the autotransformers design, and is much less than the cost of that design ($27.8 million)

when the costs of expanding the existing substations and adding a third transformer is

considered. Other improvements benefiting the transmission system as a whole are also

being made under this plan. The cost to the nuclear project is being reduced by

appropriately allocating costs to system improvements where the existing transmission

system, not the project to construct the Units, is the principal beneficiary of the specific

costs. (Tr. at 652.)

(b) The Parr-VCSN Safeguard Line Underground

The Pan-VCSN Safeguard 115 kV Line currently provides back-up power to the

safety-related components of Unit l. (Tr. at 653.) Mr. Young testified that under the

current design for the new transmission lines for the Units, the Parr-VCSN Safeguard 115

kV Line would cross five 230 kV lines at one location. In a worst-case scenario, the Parr-

VCSN Safeguard Line could fall on these lines and cause all six lines to go out of sen ice

resulting in a loss of service to a large number of customers. To alleviate reliability and
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safety concernsrelated to this configuration, a short segmentof the PalT-VCSN

SafeguardLinewill berebuiltundergroundatacostof $2.9million. (Tr. at 655.)

(c) Lowering the Parr-Midway Line

The current design for the lines serving the site results in seven 230 kV lines

crossing the Parr-Midway 115 kV lines. Further design and engineering reviews have

shown that in the area of crossing that SCE&G must lower the Parr-Midway 115kV lines

to meet NERC safety guidelines. Mr. Young testified that lowering these lines is the

most cost effective solutions to address these safety concerns. The cost for lowering

these lines is $704,000. (Tr. at 656.)

(d) Various Substation Improvements

Mr. Young testified that continued design work and power flow analysis had

shown that improvements to several substations across the system were required to safely

and efficiently route the power from the Units to customers. Because the existing

disconnect switch at V.C. Summer Switchyard No. 1 does not have the power cun'ent

rating necessary to function properly when Units 2 and 3 become operational, SCE&G

must replace a bus side disconnect switch as well as existing lightning m'resters. The cost

for these changes is $614,000. Similarly, recent transmission design and engineering

work has shown that SCE&G must also make improvements at three existing substations

in order to increase their power ratings and interconnect new transmission lines with

SCE&G's existing system. These improvements include an upgrade to the bus and

terminal at the Canadys 230 kV Substation, an upgrade to the terminal at the

Summerville 230 kV Substation, and the upgrade of two terminals at the Saluda Hydro
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safety concerns related to this configuration, a short segment of the Pan-VCSN

Safeguard Line will be rebuilt underground at a cost of $2.9 million. (Tr. at 655.)

(c) Lowering the Parr-Midway Line

The current design for the lines serving the site results in seven 230 kV lines

crossing the Parr-Midway 115 kV lines. Further design and engineering reviews have

shown that in the area of crossing that SCEkG must lov er the Parr-Midway 115kV lines

to meet NERC safety guidelines. Mr. Young testified that lowering these lines is the

most cost effective solutions to address these safety concerns. The cost for lowering

these lines is $704,000. (Tr. at 656.)

(d) Various Substation Improvements

Mr. Young testified that continued design work and power flow analysis had

shown that improvements to several substations across the system were required to safely

and efficiently route the power from the Units to customers. Because the existing

disconnect switch at V.C. Summer Switchyard No, I does not have the power cunent

rating necessary to function properly when Units 2 and 3 become operational, SCEkG

must replace a bus side disconnect switch as wefl as existing lightning arresters. The cost

for these changes is $614,000. Similarly, recent transmission design and engineering

work has shown that SCEkG must also make improvements at three existing substations

in order to increase their power ratings and interconnect new transmission lines with

SCEkG's existing system. These improvements include an upgrade to the bus and

terminal at the Canadys 230 kV Substation, an upgrade to the terminal at the

Summerville 230 kV Substation, and the upgrade of two terminals at the Saluda Hydro



DOCKETNO.2012-203-E- ORDERNO.2012-884
NOVEMBER 15,2012
PAGE61

Substation.Theestimatedcostfor thesethreesubstationimprovementsis $2.1million.

(Tr.at 657-59.)

(e) Costs of the Biythewood-Killian Segment

The Company is constructing the Blythewood-Kitlian Segment of the VCS1-

Killian 230kV Line along new right-of-way. Building this segment requires SCE&G to

obtain, through purchase or condemnation, right-of-way for that line. Based on the

results of siting studies like those discussed above, the line as finally sited crosses an area

of higher property values than was originally anticipated. Based on actual right-of-way

costs incun'ed to date, the right-of-way cost forecast has increased by $369,000. Several

condemnations are ongoing and changes to these costs are possible but have not been

finalized. (Tr. at 660.)

In Docket No. 20t 1-325-E, SCE&G entered into settlement agreements with

Richland County and with the Town of Blythewood concerning legal challenges that they

brought to the siting of the Blythewood-Killian segment in areas of concern to them.

Both political subdivisions intervened in the Commission siting proceeding for the line

and actively opposed the siting of the line as SCE&G proposed. SCE&G estimates that

had Richland County and the Town of Blythewood prevailed in their request to reroute

the line, the additional costs to the project would have been $6.3 million and $26.0

million, respectively. (Tr. at 662.) Complying with the request of the Town of

Blythewood could have also delayed the issuance of the COL because the resulting route

of the transmission lines would have been inconsistent with the route set forth in the ER

on which the EIS for the COL was based.
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Substation. The estimated cost for these three substation improvements is $2.1 million.

(Tr. at 657-59.)

(e) Costs of the BIythewood-Kiilian Segment

The Company is constructing the Blythewood-Killian Segment of the VCS1-

Killian 230kV Line along new right-of-wav. Building this segment requires SCE&G to

obtain, through purchase or condemnation, right-of-way for that line. Based on the

results of siting studies like those discussed above, the line as finally sited crosses an area

of higher property values than was originally anticipated. Based on actual right-of-way

costs incutred to date, the right-of-way cost forecast has increased by $369,000. Several

condemnations are ongoing and changes to these costs are possible but have not been

finalized. (Tr. at 660.)

In Docket No. 2011-325-E, SCE&G entered into settlement agreements with

Richland County and with the Town of Blyrthewood concerning legal challenges that they

brought to the siting of the Blythewood-Killian segment in areas of concern to them.

Both political subdivisions intervened in the Commission siting proceeding for the line

and actively opposed the siting of the line as SCE&G proposed. SCE&G estimates that

had Richland County and the Town of Blythewood prevailed in their request to reroute

the line, the additional costs to the project would have been $6.3 million and $26.0

million, respectively. (Tr. at 662.) Complying with the request of the Town of

Blythewood could have also delayed the issuance of the COL because the resulting route

of the transmission lines would have been inconsistent with fhe route set forth in the ER

on which the EIS for the COL was based,
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SCE&G settled its dispute with Richtand County for $1.0 million and with the

Town of Blythewood for $450,000. The Richland County settlement included payment

for a contested right-of-way easement across a large tract of county-owned land. Both

settlements resolved all outstanding issues between the political subdivisions and the

Company relating to the siting of the line. (Tr. at 661-63.) Pursuant to the Commission's

decision in Order No. 2009-104(A) concerning allocation of the costs of these lines

between the project and general transmission system improvements, SCE&G is currently

requesting 74.2% of the settlement amounts be included in the cost schedules for the

Units.

(f) Reductions to Allocations to Santee Cooper

The costs listed above are offset in part by a reduction in cost allowed to SCE&G

for facilities that benefits both SCE&G and Santee Cooper. Historically, SCE&G and

Santee Cooper have allocated the cost of shared-use transmission assets at the VC

Summer site on an item-by-item basis. Specific allocations were made for individual

switches, structures, and other pieces of equipment. Recently, SCE&G and Santee

Cooper have agreed instead to allocate costs based on the proportion that each makes use

of specific facilities like switchyards and lines rather than individual components of

them. The resulting reallocation of costs between Santee Cooper and SCE&G results in

an approximate $1.4 million decrease to the transmission cost forecast. (Tr. at 664-65.)

The Commission has carefully reviewed the evidence and testimony related to

transmission cost presented by the Company discussed above as well as the testimony

and conclusions of the ORS (Tr. at 1123). The Commission finds that there is no
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SCE&G settled its dispute with Richland County for $ 1.0 million and with the

Town of Blythewood for $450,000. The Richland County settlement included payment

for a contested right-of-way easement across a large tract of county-owned land. Both

settlements resolved all outstanding issues between the political subdivisions and the

Company relating to the siting of the line. (Tr. at 661-63,) Pursuant to the Commission's

decision in Order No. 2009-104(A) concerning aBocation of the costs of these lines

between the project and general transmission system improvements, SCE&G is currently

requesting 74,2N of the settlement amounts be included in the cost schedules for the

Units.

(f) Reductions to ARocations to Santee Cooper

The costs listed above are offset in patt by a reduction in cost allowed to SCE&G

for facilities that benefits both SCE&G and Santee Cooper. Historically, SCE&G and

Santee Cooper have allocated the cost of shared-use transmission assets at the VC

Summer site on an item-by-item basis. Specific allocations were made for individual

switches, structures, and other pieces of equipment. Recently, SCE&G and Santee

Cooper have agreed instead to allocate costs based on the proportion that each makes use

of specific facilities like switchyards and lines rather than individual components of

them. The resulting reallocation of costs between Santee Cooper and SCE&G results in

an approximate $ 1.4 million decrease to the transmission cost forecast. (Tr. at 664-65.)

The Commission has carefully reviewed the evidence and testimony related to

transmission cost presented by the Company discussed above as well as the testimony

and conclusions of the ORS (Tr. at 1123). The Commission finds that there is no
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evidenceestablishingimprudenceon thepart of SCE&G. No partypresentedevidence

contestingthesecosts. TheCommissionfinds thesecoststo be reasonable,prudentand

necessarycostsof theproject. Theyareproperlyincludedin theupdatedcostsforecasts.

4. Other Change Orders

The cost schedules presented here for approval contain costs associated with three

change orders that predate the Change Order No. 16 settlement and relate to different

scopes of work. Those three additional change orders are Change Order Nos. 12, 14 and

15) 7 They reflect additional costs for compliance with new federal heatthcare mandates,

cyber-security measures, and the minor redesign of a wastewater piping system.

Collectively, Change Order Nos. 12, 14 and 15 represent $6.0 million of the cost

update at issue here. Of these change orders, Change Order No. 14 related to cyber-

security represents more than 95% of the total $6.0 million amount. Company witnesses

Mr. Byrne and Ms. Walker provided testimony as to the reasonableness and prudency of

the costs reflected in these change orders. (Tr. at 208-212, 723-24.)

(a) Change Order No. 12

Change Order No. 12 is based upon a request by Westinghouse/Shaw for

reimbursement of Shaw's increased costs as a result of a change in law related to portions

of the Health Care and Education Reconciliation Act of 20t0 (the "Health Care Act") and

prior health care acts. (Tr. at 210.) The total costs associated with this change are

$135,573 and such costs are spread throughout the remaining period of the project. Mr.

Byrne testified that SCE&G has verified the amounts involved and that they are accurate.

_7 Change Order No. I3 was a no-cost change order related to 1T workstations for plant operators.
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evidence establishing impmdence on the part of SCEdkG. No party presented evidence

contesting these costs. The Commission finds these costs to be reasonable, prudent and

necessary costs of the project, They are properly included in the updated costs forecasts.

4. Other Change Orders

The cost schedules presented here for approval contain costs associated with three

change orders that predate the Change Order No. 16 settlement and relate to different

scopes of work. Those three additional change orders are Change Order Nos. 12, 14 and

15.'hey reflect additional costs for compliance with new federal healthcare mandates,

cyber-security measures, and the minor redesign of a wastewater piping system,

Collectively, Change Order Nos. 12, 14 and 15 represent $6.0 million of the cost

update at issue here. Of these change orders, Change Order No. 14 related to cyber-

security represents more than 95% of the total $6.0 million amount. Company witnesses

Mr. Byrne and Ms. Walker provided testimony as to the reasonableness and prudency of

the costs reflected in these change orders. (Tr. at 208-212, 723-24.)

(a) Change Order No. 12

Change Order No. 12 is based upon a request by Westinghouse/Shaw for

reimbursement of Shaw's increased costs as a result of a change in law related to portions

of the Health Care and Education Reconciliation Act of 2010 (the "Health Care Act") and

prior health care acts. (Tr, at 210,) The total costs associated with this change are

$ 135,573 and such costs are spread throughout the remaining period of the project. Mr,

Byrne testified that SCE&G has verified the amounts involved and that they are accurate,

" Change Order No. 13 was a no-cost change order related to IT workstations for plant operators.
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He testifiedthat theadditionalhealthcarecostsaretheresult of new legal requirements

imposedon Westinghouse/Shawand that they are reasonable,necessal7 and prudent

costsof theproject. (Tr. at 211.) Westinghouse/Sfiawmayidentify otherchangeorders

relatedto heathcarecostsbut no additionalchangeordershavebeenidentifiedto date.

(Tr. at 210.)

(b) ChangeOrder No. 14

As Mr. Byrne testified,it hasbecomecritical asa matterof nationalsecurityto

protectkey electric infrastructureagainstcyberattack. The NRC now requiresrobust

•cyber-securitymeasuresto be incorporatedin all new and existing nuclearfacilities.

SCE&Ghasreachedanagreementwith Westinghouse/Shawto useaphasedapproachfor

ascertainingthe costsassociatedwith strengtheningthe Units' defensesagainstcyber-

attack. (Tr. at 209-10.) ChangeOrderNo. 14 reflectscostsrelatedto strengtheningthe

Units' defensesagainstcyberattack.

Under the agreementbetweenSCE&Gand Westinghouse/Shaw,PhaseI of the

cyber-securityplanwill involveareviewof thespecificequipmentandsoftwarethat will

be used in the Units to identify potential vulnerabilities to cyber-attack.

Westinghouse/Shawwill also devise a scope of work to protect against those

vulnerabilities. Phase II will involve the actual software programming and other work

necessary to overcome the vulnerabitities identified in Phase I. The contractual costs of

Phase I and the forecasted costs of Phase II are reflected in Change Order No. 14. The

combined costs of both phases are currently estimated to be $5.9 million. The final costs

of Phase II will depend on the results of work done in Phase I. (Tr. 209-10.)
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He testified that the additional health care costs are the result of new legal requirements

imposed on Westinghouse/Shaw and that they are reasonable, necessary and prudent

costs of the project. (Tr. at 211.) Westinghouse/Shavv may identify other change orders

related to heath care costs but no additional change orders have been identified to date.

(Tr. at 210.)

(b) Change Order No. 14

As Mr. Byrne testified, it has become critical as a matter of national security to

protect key electric infiastructure against cyber attack. The NRC now requires robust

cyber-security measures to be incorporated in all new and existing nuclear facilities.

SCE&G has reached an agreement with Westinghouse/Shaw to use a phased approach for

ascertaining the costs associated with strengthening the Units'efenses against cyber-

attack. (Tr. at 209-10,) Change Order No. 14 reflects costs related to strengthening the

Units'efenses against cyber attack.

Under the agreement between SCEkG and Westinghouse/Shaw, Phase I of the

cyber-security plan will involve a review of the specific equipment and software that will

be used in the Units to identify potential vulnerabilities to cyber-attack.

Westinghouse/Shaw will also devise a scope of work to protect against those

vulnerabilities. Phase II will involve the actual soflware programming and other work

necessary to overcome the vulnerabilities identified in Phase I. The contractual costs of

Phase I and the forecasted costs of Phase 11 are reflected in Change Order No. 14. The

combined costs of both phases are currently estimated to be $5.9 million. The final costs

of Phase II will depend on the results of work done in Phase I. (Tr. 209-10.)
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In hisprefiledtestimony,ORSwitnessMr. Jonesexpressedconcernsthatthecost

increaseestimatefor PhaseII of the cyber-securityregimemight be premature. He

suggestedthatthe Commissionshouldwait until PhaseI is completedbeforeapproving

any forecastedcostsfor PhaseII. For thatreason,he recommendedthatthe Commission

includeonly the $9t4,422costof PhaseI in approvedforecastsanddelaythe requested

$4.9million costof PhaseII until a laterupdatefiling whenthereis abetterdefinitionof

thecost,timeandscopeattributableto suchwork. (Tr. at 1062-63.)

We agreewith the Office of RegulatoryStaff on this matter. We find that the

PhaseII costsin the cyber-seeurityareawill dependdirectly onwhat is donein PhaseI,

andthata betterdefinitionof thecost,time,andscopeattributableto thework in PhaseII

is neededbeforethis Commissioncanapprovemoniesfor PhaseII of the cyber-security

project. In addition,thereis somediscussionaboutthe fact that PhaseII costsmaybe

sharedwith otherAP1000plants. It is reasonableto delayapprovalof thesecostsuntil

thepossibilityof sharingis furtherelucidated.PhaseI of thecyber-securitychangeorder

is supportedby the evidenceof recordandis properly includedin the updatedcapital

cost.

(e) ChangeOrder No. 15

Change Order No. 15 pertains to additional costs associated with a revision of the

design of the waste water discharge piping for the Units to provide for gravity drainage,

and with healthcare costs related to a change in law related to portions of the Health Care

and Education Reconciliation Act of 2010. Mr. Byrne testified that SCE&G prefers the

gravity design because it involves fewer pumps, motors and other moving parts that
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In his prefiled testimony, ORS witness Mr. Jones expressed concerns that the cost

increase estimate for Phase II of the cyber-security regime might be premature. He

suggested that the Commission should v ait until Phase I is completed before approving

any forecasted costs for Phase II. For that reason, he recommended that the Commission

include only the $914,422 cost of Phase I in approved forecasts and delay the requested

$4.9 million cost of Phase II until a later update filing when there is a better definition of

the cost, time and scope attributable to such work. (Tr. at 1062-63.)

We agree with the Office of Regulatory Staff on this matter. We find that the

Phase II costs in the cyber-security area will depend directly on what is done in Phase I,

and that a better definition of the cost, time, and scope attributable to the work in Phase II

is needed before this Commission can approve monies for Phase II of the cyber-security

project. In addition, there is some discussion about the fact that Phase II costs may be

shared with other AP1000 plants, It is reasonable to delay approval of these costs until

the possibility of sharing is further elucidated. Phase I of the cyber-security change order

is supported by the evidence of record and is properly included in the updated capital

cost.

(c) Change Order No. 15

Change Order No. 15 pertains to additiona! costs associated with a revision of the

design of the waste water discharge piping for the Units to provide for gravity drainage,

and with healthcare costs related to a change in law related to portions of the Health Care

and Education Reconciliation Act of 2010. Mr, Byrne testified that SCE&G prefers the

gravity design because it involves fewer pumps, motors and other moving parts that
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requiremaintenance.SCE&G understoodwhen it submittedits COL applicationthat

therecouldbea chargeassociatedwith this changebut thatthecostwouldonly beknown

whenthe designwascomplete.Now that designwork is complete,Westinghouse/Shaw

hasdetemainedthatthecostof thisworkwill be$8,250.Mr. Byrnetestifiedthat SCE&G

hasverifiedthis amountand finds it to bea reasonableandprudentcostthat supportsa

beneficialchangeto theprojectdesign. (7"1'.at 211-12.)Further,theadditionalproposed

healthcarecostsof $135,573coverscostsrelatedto a changein law relatedto portionsof

theHealthCareandEducationReconciliationAct of 2010.This figure is alsosupported

bytheevidence.

(d) Conclusion as to the Three Change Orders

The Commission finds that no party has shown that the cost associated with these

three change orders is the result of imprudence on the part of SCE&G, although we hold

that the monies associated with Phase iI of the cyber-security project are so indefinite and

undefined at this point that we cannot approve said monies. Also, the Phase II cyber-

security costs may be subject to sharing with other AP1000 plants, which is a further

reason to withhold approval of such monies.

The Commission holds that, with the exception of the Phase II costs for the cyber-

security project, costs associated with these three change orders are reasonable and

prudent costs of the project and there is no evidence in the record to suggest otherwise.

Once the monies associated with Phase II of the cyber-security project become definite

and defined, and the possible sharing of these costs with other U.S. AP1000 plants has
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require maintenance. SCEtkG understood when it submitted its COL application that

there could be a charge associated with this change but that the cost would only be known

when the design was complete. Now that design work is complete, Westinghouse/Shaw

has deteimined that the cost of this work will be $8,250. Mr. Byrne testified that SCE&G

has verified this amount and finds it to be a reasonable and prudent cost that supports a

beneficial change to the project design. (Tr. at 211-12.) Fuither, the additional proposed

healthcare costs of $ 135,573 covers costs related to a change in law related to poitions of

the Health Care and Education Reconciliation Act of 2010. This figure is also supported

by the evidence.

(d) Conclusion as to the Three Change Orders

The Commission finds that no party has shown that the cost associated with these

three change orders is the result of imptudence on the part of SCE&G, although we hold

that the monies associated with Phase II of the cyber-security project are so indefinite and

undefined at this point that we cannot approve said monies. Also, the Phase II cyber-

security costs may be subject to sharing with other AP1000 plants, which is a further

reason to withhold approval of such monies.

The Commission holds that, with the exception of the Phase II costs for the cyber-

security project, costs associated with these three change orders are reasonable and

pmdent costs of the project and there is no evidence in the record to suggest otherwise.

Once the monies associated with Phase H of the cyber-security project become definite

and defined, and the possible sharing of these costs with other U.S. AP1000 plants has
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beenexploredandelucidated,the Companymay submitsuchcoststo this Commission

for furtherconsideration.

C. Unanticipated Costs

At the hearing in this matter, the SCEUC seemed to take the position that the

Commission might disallow cel_tain costs because SCE&G should have anticipated them

when cost schedules were presented for approval in past proceedings. (See, e.g., Tr. at

331, 1. 22-24; 339, 1. 20-25; 586, 1. 11-14.) The Commission does not adopt this

approach for several reasons. The Commission finds that the cost forecasts adopted in

prior orders were based on extensive evidence indicating that they represented the best

information available to the Company at the time they were adopted. The forecasts were

fully litigated in contested case proceedings before the Commission. The ORS carefully

reviewed and audited these forecasts. Public notice was given and interested palsies were

given the opportunity to intervene in the proceedings as parties with full rights of

discovery and cross-examination. At the hearing, the Company presented extensive

testimony subject to cross-examination supporting these forecasts. On the basis of that

record, the Commission entered express findings that those forecasts were reasonable and

prudent. See Order No 2009-104(A); Order No. 2011-345.

The Commission does not believe that it is appropriate as a matter of regulatory

practice and policy, nor is it consistent with the terms and intent of the BLRA, to rule that

the failure to anticipate certain costs is imprudent, where it has already ruled, after a full

contested case hearing, and a full and candid presentation of cost forecast data to the

Commission, that the cost forecasts being alleged to be imprudent reasonably and
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been explored and elucidated, the Company may submit such costs to this Commission

for further consideration.

C. Unanticipated Costs

At the hearing in this matter, the SCEUC seemed to take the position that the

Commission might disallow certain costs because SCEkG should have anticipated them

when cost schedules were presented for approval in past proceedings. (See, e.g., Tr. at

331, I, 22-24; 339, l. 20-25; 586, l. 11-14.) The Commission does not adopt this

approach for several reasons. The Commission finds that the cost forecasts adopted in

prior orders were based on extensive evidence indicating that they represented the best

information available to the Company at the time they were adopted. The forecasts were

fully litigated in contested case proceedings before the Commission. The ORS carefully

reviewed and audited these forecasts. Public notice was given and interested paities were

given the oppoitunity to intetvene in the proceedings as parties with full rights of

discovery and cross-examination. At the hearing, the Company presented extensive

testimony subject to cross-examination suppoiting these forecasts. On the basis of that

record, the Commission entered express findings that those forecasts were reasonable and

prudent. See Order No 2009-104(A); Order No. 2011-345.

The Commission does not believe that it is appropriate as a matter of regulatory

practice and policy, nor is it consistent with the terms and intent of the BLRA, to rule that

the failure to anticipate certain costs is imprudent, where it has already tuled, after a full

contested case hearing, and a full and candid presentation of cost forecast data to the

Commission, that the cost forecasts being alleged to be imprudent reasonably and
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accuratelyreflectedthe anticipatedcost of theUnits at the time. To rule otherwise is

neither fair nor logical and results in the sort of after-the-fact relitigation of prudency

questions that the BLRA was intended to discourage.

D. Construction Milestone Schedule Changes

Company witness Mr. Byrne sponsored Exhibit No. 1 (SAB-3), which updates the

construction milestone schedule for the Units to reflect the substantial completion date

for Unit 2 of March 15, 2017, and for Unit 3 of May 15, 2018. (Tr. at 212.) Mr. Byrne

testified that these updated schedules are based on construction milestones and equipment

fabrication and procurement milestones provided by Westinghouse/Shaw in response to

the decision to reschedule the Units. Based on Mr. Byrne's testimony, the Commission

finds that the updates to the construction milestone schedule are prudent and reasonable

in all respects. (Tr. at 212-13.) The updated construction schedule (attached herein as

Order Exhibit 2) shall be substituted for Exhibit 1 to Order No. 2009-104(A).

IV. CONCLUSION

For the reasons set forth below, the Commission finds that the changes to the cost,

with the exception of the cost of Phase II of the cyber-security project, and construction

schedules proposed by SCE&G are reasonable and prudent and comport with the terms of

the BLRA. Having carefully reviewed the record in this proceeding, the arguments of the

parties, and the operative provisions of the BLRA, the Commission does not find any

basis for concluding that the $278.05 million in newly identified and itemized costs are in

any way the result of SCE&G's failure to manage the project prudently. Instead, the

evidence of record shows that the $278.05 million in newly identified and itemized
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accurately reflected the anticipated cost of the Units at the time. To rule otherwise is

neither fair nor logical and results in the sort of afler-the-fact relitigation of prudency

questions that the BLRA was intended to discourage.

D, Construction Milestone Schedule Changes

Company witness Mr. Byrne sponsored Exhibit No. I (SAB-3), which updates the

construction milestone schedule for the Units to reflect the substantial completion date

for Unit 2 of March 15, 2017, and for Umt 3 of May 15, 2018. (Tr. at 212.) Mr. Byrne

testified that these updated schedules are based on construction milestones and equipment

fabrication and procurement milestones provided by %'estinghouse/Shaw in response to

the decision to reschedule the Units. Based on kh. Byrne*s testimony, the Commission

finds that the updates to the construction milestone schedule are prudent and reasonable

in all respects. (Tr. at 212-13.) The updated construction schedule (attached herein as

Order Exhibit 2) shall be substituted for Exhibit I to Order No. 2009-104(A).

IV. CONCLUSION

For the reasons set forth below, the Commission finds that the changes to the cost,

with the exception of the cost of Phase II of the cyber-security project, and consnuction

schedules proposed by SCEAG are reasonable and prudent and comport with the terms of

the BLRA. Having carefully reviewed the record in this proceeding, the arguments of the

parties, and the operative provisions of the BLRA, the Commission does not find any

basis for concluding that the $278,05 million in newly identified and itemized costs are in

any way the result of SCE&G's failure to manage the project prudently. Instead, the

evidence of record shows that the $278.05 rmllion in newly identified and itemized
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capitalcostsarethe result of thenormalevolutionandrefinementof constructionplans

andbudgetsfor theUnits. ThecoststhatSCE&Gis incun'ingwill ensurethattheproject

is constructedprudentlyandthat the Units canbe operatedandmaintainedsafelyand

efficiently whentheyarecompleted.

As to theprudencyof continuingconstructionof the Units,the Commissionfinds

that SCE&G haspresentedevidenceestablishingthatthe most prudent,reasonableand

beneficial base load resourcestrategyfor it to pursueat this time is to complete

constructionof theUnits asproposed.Theevidenceshowsthat it wouldnot beprudent,

reasonableor beneficialto SCE&Gor its customersto switch to a naturalgasresource

strategy. While this finding is justified by the evidencepresentedat hearing, this

Commissionalsofinds thattheBLRA doesnot requirethatthis issuebe relitigatedonce

theinitial findinghasbeenmade.

Similarly, the Commissionfinds that the changesin the constructionschedule

presentedhere reflect a reasonableand prudent responseto the effects of the

unanticipateddelay in issuingthe COL for the Units andothermatters. This delaywas

not theresultof any imprudenceby SCE&G. Thedelayingof theconstructionschedule

for one Unit and acceleratingthe schedulefor the otherdoesnot in any materialway

changethebenefitof theUnitsto SCE&Gandits customers.

In accordancewith the terms of S.C. CodeAnn. §§ 58-33-270(E)and 58-33-

270(G),the Commissionfinds that therevisedcost(exceptfor thePhaseII costsof the

cyber-securityproject) and constructionschedulespresentedreflect prudentcostsand

schedulesandshouldbeapproved.
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capital costs are the result of the normal evolution and refinement of construction plans

and budgets for the Units. The costs that SCEkG is incurring will ensure that the project

is constructed prudently and that the Units can be operated and maintained safely and

efficiently when they are completed.

As to the prudency of continuing constmction of the Units, the Commission finds

that SCE&G has presented evidence establishing that the most prudent, reasonable and

beneficial base load resource strategy for it to pursue at this time is to complete

construction of the Units as proposed. The evidence shows that it would not be prudent,

reasonable or beneficial to SCEkG or its customers to switch to a natural gas resource

strategy. While this finding is justified by the evidence presented at hearing, this

Commission also finds that the BLRA does not require that this issue be relitigated once

the initial finding has been made.

Similarly, the Commission fmds that the changes in the constmction schedule

presented here reflect a reasonable and prudent response to the effects of the

unanticipated delay in issuing the COL for the Units and other matters. This delay was

not the result of any imprudence by SCAG. The delaying of the construction schedule

for one Unit and accelerating the schedule for the other does not in any material way

change the benefit of the Units to SCEXG and its customers.

In accordance with the terms of S.C. Code Ann, tjtj 58-33-270(E) and 58-33-

270(G), the Commission finds that the revised cost (except for the Phase II costs of the

cyber-security project) and construction schedules presented reflect prudent costs and

schedules and should be approved.
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V. PROCEDURAL FINDINGS AND LEGAL STANDARDS

1. In Order No. 2009-104(A), dated March 2, 2009, the Commission

approved a capital cost schedule for the construction of two 1,117 net MW nuclear power

units to be located at the SCE&G's V.C. Summer Nuclear Station near Jenkinsville,

South Carolina. The approved capital cost for the project totaled $4.5 billion in 2007

dollars.

2. In Order No. 2010-12, the Commission approved an updated construction

schedule for the project and an updated capital cost schedule that reflected the updated

construction schedule. The capital cost schedule approved in Order No. 2010-12 did not

alter the total estimated capital cost for the Units of $4.5 billion in 2007 dollars.

3. On August 9, 2010, the South Carolina Supreme Court issued its decision

in South Carolina Energy Users Comm. v. South Carolina Pub. Serv. Comm'n, 388 S.C.

486, 697 S.E.2d 587 (20t0), concerning SCEUC's appeal of Order No. 2009-104(A). In

its Opinion, the Com_ ruled that contingency costs which had not been itemized or

designated to specific cost categories were not permitted as a part of approved capital

cost schedules under the BLRA.

4. In Order No. 201 t-345, the Commission approved an updated capital cost

schedule in response to the Opinion, which removed from apwoved schedules costs that

had not been itemized to specific capital cost items and approved $174 million in

adjustments to reflect newly itemized costs. The capital cost schedule approved in Order

No. 2011-345 reduced the total approved capital cost forecast for the Units to $4.3 billion

in 2007 dollars.
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V. PROCEDURAL FINDINGS AND LEGAL STANDARDS

l. In Order No. 2009-104(A), dated March 2, 2009, the Commission

approved a capital cost schedule for the consnuction of two 1,117 net MW nuclear power

units to be located at the SCEkG's V.C, Summer Nuclear Station near Jenkinsville,

South Carolina, The approved capital cost for the project totaled $4.5 billion in 2007

dollars,

2. In Order No. 2010-12, the Commission approved an updated construction

schedule for the project and an updated capital cost schedule that reflected the updated

consttuction schedule. The capital cost schedule approved in Order No. 2010-12 did not

alter the total estimated capital cost for the Units of $4.5 billion in 2007 dollars,

3. On August 9, 2010, the South Carolina Supreme Court issued its decision

in South Carolina Energy Users Cotnrn. v. South Carolina Pub. Serv. Cointn'n, 388 S.C.

486, 697 S.E,2d 587 (2010), concerning SCEUC's appeal of Order No. 2009-104(A), In

its Opinion, the Court ruled that contingency costs which had not been itemized or

designated to specific cost categories were not permitted as a pait of approved capital

cost schedules under the BLRA.

4. In Order No. 2011-345, the Commission approved an updated capital cost

schedule in response to the Opinion, which removed from approved schedules costs that

had not been itemized to specific capital cost items and approved $ 174 million in

adjustments to reflect newly itemized costs. The capital cost schedule approved in Order

No. 2011-345 reduced the total approved capital cost forecast for the Units to $4.3 billion

in 2007 dollars.
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5. Under S.C. Code Ann. § 58-33-270(E), a utility may petition the

Commission"for an order modifying any of the schedules,estimates,findings, class

allocationfactors, rate designs,or conditionsthat form part of any basetoad review

order." The Commissionshall grant the relief requestedif, after a hearing, the

Commissionfinds "that theevidenceof recordjustifies a finding thatthechangesarenot

theresultof imprudenceon thepartof theutility."

6. On May 15,2012,SCE&G filed the Petition in this docket,pursuantto

S.C.CodeAim. § 58-33-270(E)(Supp.2010),seekingan order approvingan updated

capitalcostandconstructionschedulesfor nuclearunits.

7. TheCommissionconveneda public hearingon this matteron October2,

2012,whichconcludedonOctober3, 2012.

8. No partypresentedanytestimonyor otherevidencesufficientto overcome

the Company'saffirmative testimonysupportingthe fact that the $278.05million in

newly identifiedanditemizedcostsareprudentcostsandarenot in anywaytheresultof

SCE&G'sfailureto managetheprojectprudently.

VI. FINDINGS OF FACT AND CONCLUSIONS OF LAW

1. The updated capital cost schedule contained in Hearing Exhibit No. 6

(CLW-1) reflects $283 million in costs that have not previously been presented to the

Commission for review and approval.

2. This $283 million is comprised of approximately $137.5 million

attributable to Change Order No. 16, representing the settlement of several matters

between Westinghouse/Shaw and SCE&G; $131.6 million in newly identified and
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5. Under S.C. Code Ann. CI 58-33-270(E), a utility may petition the

Commission "for an order modifying any of the schedules, estimates, findings, class

allocation factors, rate designs, or conditions that form part of any base load review

order." The Commission shall grant the relief requested if, after a hearing, the

Commission finds "that the evidence of record justifies a finding that the changes are not

the result of imprudence on the part of the utility.*'.

On May 15, 2012, SCE&G filed the Petition in this docket, pursuant to

S.C. Code Ann. II 58-33-270(E) (Supp. 2010), seeking an order approving an updated

capital cost and construction schedules for nuclear units.

7. The Commission convened a public hearing on this matter on October 2,

2012, which concluded on October 3, 2012.

8. No party presented any tesflmony or other evidence sufficient to overcome

the Company's affirmative testimony supporting the fact that the $278.05 million in

newly identified and itemized costs are pmdent costs and are not in any way the result of

SCE&G's failure to manage the project pmdently.

VI. FINDINGS OF FACT AND CONCI USIONS OF LAW

1. The updated capital cost schedule contained in Hearing Exhibit No. 6

(CLW-1) reflects $283 million in costs that have not previously been presented to the

Commission for review and approval,

2. This $283 million is comprised of approximately $ 137.5 million

attributable to Change Order No. 16, representing the settlement of several matters

between Westinghouse/Shaw and SCE&G; $ 131.6 million in newly identified and
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itemizedOwner'sCost;$7.9million in newly identifiedanditemizedtransmissioncosts;

and$5.9million and$0.1million respectively,in costsassociatedwith certainchange

ordersthathavebeennegotiatedandidentifiedto theEPCContractfor theUnits.

3. The evidencein the record demonstratesthat $278.05million in newly

identified and itemizedcostsare the result of the no_nal evolution and refinementof

constructionplansandbudgetsfor theUnits andarenot theresult of imprudenceon the

part of SCE&G. At some point after the Phase II cyber-security costs are more definite

and certain and when the issue of sharing these costs with other AP1000 plants has been

Company may bring such costs to this Commission for furtherdetermined, the

consideration.

4. These additional costs are reasonable, necessary and prudent costs that

SCE&G is incurring as owner of the project to ensure that the project is constructed

prudently, efficiently and economically, and to ensure that the Units can be operated and

maintained safely and efficiently when they are completed.

5. The updated capital cost schedule contained in Hearing Exhibit No. 6

(CLW-1), as revised to exclude Phase II cyber-security costs, also appropriately reflects

changes to the cash flow forecast that have resulted from changes in the expected timing

of construction costs.

6. The evidence in the record demonstrates that the changes in project cash

flows represent the reasonable and necessary updating of cash flow projections and do

not represent imprudence on the part of the Company.
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itemized Owner's Cost; $7.9 million in newly identified and itemized transmission costs;

and $5.9 million and $0.1 million respectively, in costs associated with certain change

orders that have been negotiated and identified to the EPC Contract for the Units.

3. The evidence in the record demonstrates that $278.05 million in newly

identified and itemized costs are the result of the noimal evolution and refinement of

construction plans and budgets for the Units and are not the result of imprudence on the

pait of SCE&G. At some point after the Phase II cyber-security costs are more definite

and certain and when the issue of sharing these costs with other AP1000 plants has been

determined, the Company may bring such costs to this Commission for further

consideration.

4. These additional costs are reasonable, necessary and prudent costs that

SCEkG is incurring as owner of the project to ensure that the project is consuucted

prudently, efficiently and economically, and to ensure that the Units can be operated and

maintained safely and efficiently when they arc completed.

5. The updated capital cost schedule contained in Hearing Exhibit No. 6

(CLW-I), as revised to exclude Phase fl cyber-security costs, also appropriately reflects

changes to the cash flow forecast that have resulted fiom changes in the expected timing

of constmction costs.

6. The evidence in the record demonstrates that the changes in project cash

flows represent the reasonable and necessary updating of cash flow projections and do

not represent imprudence on the part of the Company.
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7. The updatedmilestoneconstructioncost schedulecontainedin Hearing

Exhibit No. 1 (SAB-3) reflects the delay in the substantialcompletionof Unit 2 until

March 15,2017,andthe accelerationof Unit 3 to May 15,2018. Theevidenceshows

that the delay in the NRC issuing the COL was the principal causeof the nine-month

delayof thiscritical pathitem.

8. The evidence in the record shows that the delay in the substantial

completiondateof Unit 2 and the accelerationof the completionof Unit 3 supports

updatingtheconstructionmilestonesfor theUnitsandis not theresultof anyimprudence

onthepartof SCE&G.

VII. Now, therefore, IT IS HEREBY ORDERED:

1. That the capital cost schedule set fol_h in Hearing Exhibit No. 6 (CLW- 1),

as modified by the Company according to the Commission directive in this case, and

attached hereto as Order Exhibit No. 1, shall be the approved capital cost schedule for

the Units until such time as the Commission approves a substitute schedule pursuant to

S.C. Code Ann. § 58-33-270(E).

2. That the construction milestones schedule set forth in Hearing Exhibit No.

1 (SAB-3), attached hereto as Order Exhibit No. 2, shall be the approved construction

milestone schedule for the Units until such time as the Commission approves a substitute

schedule pursuant to S.C. Code Ann. § 58-33-270(E).

3. The future quarterly reports filed by SCE&G under S.C. Code Ann. § 58-

33-277 shall reflect the modified schedules approved in this Order.
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7, The updated milestone construction cost schedule contained in Hearing

Exhibit No. I (SAB-3) reflects the delay in the substantial completion of Unit 2 until

March 15, 2017, and the acceleration of Unit 3 to May 15, 2018. The evidence shows

that the delay in the NRC issuing the COL was the principal cause of the nine-month

delay of this critical path item.

8. The evidence in the record shoivs that the delay in the substantial

completion date of Unit 2 and the acceleration of the completion of Unit 3 supports

updating the construction milestones for the Units and is not the result of any imprudence

on the part of SCE&G.

VII. Now therefore IT IS HEREBY ORDERED:

1. That the capital cost schedule set forth in Hearing Exhibit No. 6 (CLW-I),

as modified by the Company according to the Commission directive in this case, and

attached hereto as Order Exhibit No. I, shall be the approved capital cost schedule for

the Units until such time as the Commission approves a substitute schedule pursuant to

S.C. Code Ann. $ 58-33-270(E).

2. That the construction milestones schedule set forth in Hearing Exhibit No.

I (SAB-3), attached hereto as Order Exhibit No. 2, shall be the approved construction

milestone schedule for the Units until such time as fhe Commission approves a substitute

schedule pursuant to S.C. Code Ann. It 58-33-270(E).

3. The future quarterly reports filed by SCE&G under S.C. Code Ann. $ 58-

33-277 shall reflect the modified schedules approved in this Order.
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4. This Order shall remain in full force and effect until modified by a

subsequentorderof theCommission.

BY ORDEROFTHE COMMISSION:

DavidA. Wright,Chairman

ATTEST:

(SEAL)
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4. This Order shall remain in full force and effect until modified by a

subsequent order of the Commission.

BY ORDER OF THE COMMISSION:

ATTEST:

(SEAL)
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